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A RETROSPECT OF FREE-TRADE DOCTRINE ! 


PouiticAL Economy is now old enough to have reached the 
stage of retrospect. I shall take advantage of this circumstance, 
and I shall ask you to consider with me a well-rounded body of 
economic ideas during a well-marked period. The body of ideas 
shall be the general English doctrine of International Free Trade. 
And the period shall be the century approximately which followed 
the publication of the Wealth of Nations. It is well marked in 
economic literature, for it covers the time which elapsed before 
the new developments made themselves felt which are associated 
with the names of Jevons and Cliffe Leslie. And it is well 
marked externally, for it came to an end before England had lost 
the commercial supremacy due to its early utilisation of coal 
and iron, and before English agriculture had begun to be seriously 
affected by the cheap grain of the new countries. The doctrine 
was imposing by its simplicity and symmetry. It consisted of 
a few easily intelligible propositions, following readily one upon 
the other, and so sweeping in their range, and so optimistic in 
their implications, that they dwarfed all cautious exceptions and 
qualifications. No great English economist indeed—neither 
Adam Smith, nor Malthus, nor Ricardo, nor John Stuart Mill— 
was, in fact, an out-and-out free trader so far as practical applica- 
tion was concerned. Still less were they resolute non-inter- 
ventionists over the whole range of economic life; for entirely 
consistent and unlimited laissez-faire we should have to go to 
their more severely logical French contemporaries. But they 
based themselves on certain general principles, and they drew 
from them general conclusions which practical politicians could 
easily employ to justify an absoluteness of policy from which 
they shrank themselves; they were reverenced as spiritual 


1 Presidential Address, delivered before Section F of the British Association, 
Toronto, August 1924. 
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masters, whose occasional aberrations must be lamented or 
disregarded. 

I shall endeavour first to set forth the doctrine in a number 
of brief propositions; then to make some observations under 
each head. The several theses will not be found quite so con- 
secutively stated in any of the authoritative writings, and I 
pursue this method partly for ease of subsequent reference. 
But it will be agreed, I expect, that they fairly represent the 
general structure of thought on which rested the whole edifice. 

These, then, are the propositions : 

1. That Nature is beneficent. By ‘‘ Nature” is meant, in 
this connection, the operation of the unpremeditated instincts, 
desires, passions of individual men and women. Any restriction 
of this operation by an authority outside the individual is 
** artificial,’’ and therefore bad. Nature, so understood, is the 
scheme of things created by God. And since God, with infinite 
wisdom, has established this mechanism for the fulfilment of 
His purposes, Nature is, as it were, His Vicegerent, and the 
“laws ”’ of its action are “ providential.”” But theistic language 
may be dropped, and the theistic conception even repudiated. 
And then “ Nature ”’ remains as self-directed, and beneficent of 
itself; and the reverence with which it is regarded amounts 
in effect to deification. 

This does not mean that every particular action dictated by 
a ‘‘natural”’ passion is, considered in itself, morally commend- 
able: it may even be “shocking ”’ to the moral sense. But the 
*‘ natural ” impulses work out on the whole for good, with only 
such a minimum amount of evil as is involved in the execution 
of the whole design. The wisdom of God is displayed in the 
folly of men: by an Invisible Hand they are led to promote 
salutary results which are no part of their intention. 

2. That individual Freedom or Liberty is in itself a good 
thing. This is a corollary from, or rather, only another expres- 
sion for, the preceding proposition. For by “freedom” or 
“ liberty ” is meant the right to pursue unchecked the instincts 
or passions implanted by Nature. It is true that this liberty 
must respect the like liberty of others; and reflection on what 
is involved in this qualification might suggest some doubt as to 
the validity of the proposition it qualifies. But this line of 
thought was left for subsequent generations. 

So long as the purpose of the social union is conceived of as 
the enabling of the individual to follow his “ natural ”’ desires, 
their pursuit is regarded as a ‘natural right.” Violations of 
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natural liberty are therefore inherently “unjust.” But the 
concertion of inherent individual rights may be repudiated; 
and tl -n interference may be condemned simply on the ground 
that i. is impolitic from the point of view of social utility. In 
any case the presumption is held to be on the side of “ liberty.” 
The term, first “‘ natural liberty ” and then “liberty ” or “‘ free- 
dom ”’ without the adjective, could thus be used, without formal 
argument, as bringing with it a whole atmosphere of com- 
mendation; while “interference’”’ or “ artificial’? brought at 
once, and without attempt at formal proof, a whole atmosphere 
of disapproval. 

3. That society is nothing more than an aggregate collection 
of individuals. Accordingly the wealth, the advantage, the 
profit of society as a whole is but the sum of the wealths, the 
advantages, the profits of the individuals composing it. 

4. That every individual left to himself pursues his own 
interest his own way, and knows it better than anybody else. 
Accordingly, absence of restriction on the individual is the best 
means of serving the community. Social interest is identical 
with individual interest. 

5. That every country has certain natural advantages. Left 
to themselves individuals will exert themselves in the directions 
to which these advantages point. It is, therefore, for the benefit 
of a country or nation that they should be left free to do so. 

6. That in each country there is at any moment a certain 
given supply of capital and labour, which cannot be increased 
by any action of the State. Since, left to themselves, they will 
spontaneously flow into the employments most advantageous 
to themselves and consequently to the country, any action of a 
public authority which directs them towards employments to 
which they would not of themselves go, or keeps them in industries 
which they would otherwise leave, involves loss to the country. 

7. That if another country can supply certain commodities 
more cheaply, it follows that that country must possess advantages 
which the importing country does not enjoy. Since these imports 
must be paid for by exports, they must be paid for by com- 
modities in the production of which the importing country has 
an advantage. Each country thus obtains what it wants with 
the least expenditure of labour or capital, i.e. most cheaply, 
and benefits by international division of labour. Since the 
advantages in question are of divine appointment, to refuse to 
take the fullest advantage of international division of labour is 


to fly in the face of Providence. If the theistic conception is 
LL2 
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dropped, and the argument is based on utility, the offence is 
the equally serious one of disregarding common sense. 

8. That the national capital and labour can be transferred 
from one occupation to another. If an existing industry cannot 
be profitably carried on owing to foreign competition, the capital 
and labour involved can be transferred to some other manufacture 
within the country, and must inevitably be so transferred in 
order to provide the additional commodities necessary to pay 
for the imports. That the foreign country will—indeed, must— 
take commodities in return for what it sends, proves that in 
some exportable commodities the home country has an advantage. 
The destruction of a native industry is in itself a proof that it 
has no economic right to exist. 

9. That, left to themselves, people will buy whatever they 
want at the cheapest price. This, therefore, must be their 
interest. And since the State is a collection of consumers, and 
individual interest is social interest, the ultimate criterion of 
the interest of the State is the interest of consumers. 

In these nine propositions and their corollaries consists the 
whole of the generally accepted economic doctrine of the century 
which followed upon the great work of Smith. That they were 
held to be sufficient and decisive as late as 1878 is very authori- 
tatively stated in the most widely circulated of treatises on the 
subject—the lectures of Professor Fawcett, which appeared in 
that year and quickly passed through several editions. “ All 
the most effective arguments,” he remarks, “ that can now be 
urged in favour of free trade had... been stated with the 
most admirable clearness and force by Adam Smith, Ricardo, 
and other economists. In the pages of these writers are to be 
found many passages which furnish the best reply that can 
be made to the modern opponents of free trade.”’ } 


1, 2. The first two of the propositions—that Nature is 
beneficent, and that Nature consists in the unrestricted freedom 
of every individual to pursue his personal desires and interest 
in his own way—were inextricably associated in the minds of 
the first generation of English economists. It will be sufficient 
for our purpose to consider them together, under the term 
Adam Smith himself employs in a famous passage. When all 
preference or restraint, he says, is completely taken away, it 
gives place to “the simple system of Natural Liberty.” 2 The 


1 Free Trade and Protection, 6th ed. (1885), p. 3. 
2 Wealth of Nations, Bk. IV. ch. ix. (ed. Rogers, ii. 272). 
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context shows that by ‘‘ system ’’ Smith means both the doctrine 
and the condition of things which results when the doctrine is 
put into effect. 

We need not spend much time over the genesis of this 
doctrine. If we knew nothing of Adam Smith but the Wealth 
of Nations, and took care only to read certain parts of it, some 
sort of case might be made out for the view that the doctrine 
was for Adam Smith an induction from experience: this and 
this and this case of interference with natural liberty, we might 
suppose him to have found, were demonstrably harmful, and 
therefore, he concluded, all interference with natural liberty 
was harmful. No one need deny that some of the instances 
he cites did lend support to this contention; nor need anyone 
deny also that the contemporary system of governmental or 
corporate regulation was ill adapted to the needs of the capitalistic 
era then opening. But it would be to disregard all Adam Smith’s 
antecedents as a philosopher; all that we know of the history 
and transformation of the conception of “‘ Nature’’ from the 
Greek thinkers downward; all the evident affiliation of Smith 
with his predecessor Hutcheson, and of both with Shaftesbury ; 
and in particular it would be to ignore the essential unity of 
the Wealth of Nations with Smith’s other work, the Theory of 
Moral Sentiments, to refuse to recognise that Smith took over 
the doctrine of Natural Liberty from current theology and 
moral philosophy. The movement of his mind was funda- 
mentally deductive: natural liberty, he started with believing, 
is beneficent; he expected therefore to find all interferences 
with it harmful, and he had no difficulty in discovering 
instances. 

Buckle has asserted that Adam Smith’s greatness is shown 
by his basing everything in his Moral Philosophy upon Sympathy, 
and everything in his Economics upon Self-interest, and by his 
leaving his readers to make the necessary adjustment between 
them. It would be a doubtful compliment, if true; but no 
one can suppose it to be true who has read his two works 
attentively. I am not concerned to maintain Smith’s philo- 
sophical consistency ; my own impression, for what it is worth, 
is that his system of moral philosophy is by no means water- 
tight. But Smith himself, down to the end of his life, thought 
of his Moral Philosophy and his Economics as forming one whole.? 
And the recurrence of certain characteristic phrases in the second 


1 Compare the last paragraph of the first edition (1759) of the Moral Senti- 
ments with the Advertisement to the 6th edition (1790). 
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of his books shows clearly enough that he looked back on his 
earlier work as laying his philosophical foundation. 

It is so necessary that this should be realised if we are to 
judge fairly some of his successors, that I will ask you to let 
me adduce one or two pieces of evidence. 

Perhaps the most formal statement of his belief will be 
found in the generalisations to which he is led when considering 
the social utility of “‘ resentment ”—a passion which, he says, 
is “‘commonly regarded” as “ odious.” Odious though it be, 
it is, he holds, useful; and it is useful, in spite of the fact that 
it is not itself the outcome of conscious reasoning. For, as the 
very existence of society is at stake, ‘the Author of Nature has 
not entrusted it to man’s reason to find out... the proper 
means of attaining this end.”” He then proceeds to generalise— 
substituting a personified Nature for her Author. ‘ The 
economy of Nature is in this respect exactly of a piece with 
what it is upon many other occasions. With regard to all those 
ends which, upon account of their peculiar importance, may be 
regarded, if such an expression is allowable, as the favourite 
ends of Nature, she has constantly not only endowed mankind 
with an appetite for the end which she proposes, but likewise 
with an appetite for the means by which alone the end can be 
brought about, for their own sakes and independently of their 
tendency to produce it. Thus self-preservation and the pro- 
pagation of the species are the great ends which Nature seems 
to have proposed in the formation of all animals. But... it 
has not been entrusted to the slow and uncertain determinations 
of our reason to find out the proper means of bringing them 
about. Nature has directed as to the greater part of these by 
original and immediate instincts. Hunger, thirst, the passion 
which unites the two sexes, the love of pleasure and the dread 
of pain prompt us to apply these means for their own sakes, 
and without any consideration of their tendency to those 
beneficent ends which the great Director of Nature intended 
to produce by them.” You will notice how he again falls back 
into theistic phraseology. 

Scotch caution abundantly shows itself in both of Smith’s 
books; and the method of hedging implied in the insertion of 
“upon many occasions” is highly characteristic.2 But such 


1 This is in the long note at the end of Moral Sentiments, Part II. Sec. I. ch. v. 
(Ward, Lock & Co.’s Reprint, p. 71, under the title Hesays . . . by Adam Smith). 

2 Even this qualification, it will be noticed, disappears with respect to “ all 
the favourite ends of Nature,’”’ where she has “ constantly ” pursued the policy 
described. 
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hedging is never intended to give, and does not really give, any 
serious qualification to the general proposition This is amus- 
ingly illustrated by two parallel passages employing an identical 
phrase. In the one he is commenting on the respect which 
mankind has for success, for wealth and greatness. This respect 
might certainly seem to the moralist extravagant; if not, what 
Smith himself calls it, “the great and universal cause of the 
corruption of our moral sentiments.” He continues, however, 
unperturbed: “This great disorder in our moral sentiments is 
by no means without its utility; and we may on this, as well 
as on many other occasions, admire the wisdom of God even in 
the weakness and folly of man. Our admiration of success is 
founded upon the same principle with our respect for wealth 
and greatness and is equally necessary for establishing the 
distinction of ranks and the order of society.”’ 1 

In the other passage, Smith is commenting on the fact that 
“the world judges by the event and not by the design.” This, 
again, might well seem to the moralist unsatisfactory. And so, 
indeed, it is; but it is all for a good end. ‘‘ Nature, when she 
implanted the seeds of this irregularity in the human breast, 
seems, as upon all other occasions, to have intended the happiness 
and perfection of the species. . . . That necessary rule of justice 
that men in this life are liable to punishment for their actions 
only . . . is founded upon this salutary and useful irregularity 
concerning merit and demerit, which at first sight appears so 
absurd and unaccountable. But every part of Nature, when 
attentively surveyed, equally demonstrates the providential care 
of its Author, and we may admire the wisdom and goodness 
of God even in the weakness and folly of men.” ? 

The truth is that Smith was bound by his general philosophical 
position to generalise, however frequently Scotch caution might 
check him for the moment. For if “ the happiness of mankind ” 
was “‘ the original purpose intended by the Author of Nature,” 
and if Nature was conceived as Smith conceived it, then he was 
prepared to find, on an “ examination of the works of Nature,” 
that they seemed all “intended to promote happiness and to 
guard against misery.””® Any apparent defects must be the 
irreducible minimum of evil necessary for the existence of the 
good. 

1 The matter is considered at length in two places: Part I. Sec. III. ch. iii. 


(Reprint, p. 56); and Part VI. Sec. III. (Reprint, p. 224). 
2 Part II. Sec. III. ch. iii. ‘‘ Of the Final Cause of this Irregularity of 


Sentiments.’’ (Reprint, p. 96.) 
3 Part III. ch. v. (Reprint, p. 146.) 
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‘* All Discord, Harmony not understood ; 
All partial Evil, universal Good,” 


as Pope has it. 

As early as the date of his Moral Sentiments Smith began to 
find his philosophic optimism confirmed in the economic sphere. 
“* Success in every sort of business ”’ is “ the reward most proper 
for encouraging industry, prudence, and circumspection. .. . 
Wealth, and external honours are their proper recompense, and 
the recompense which they seldom fail of acquiring.” And 
thus ‘‘ the general rules by which prosperity and adversity are 
commonly distributed . . . appear to be perfectly suited to the 
situation of mankind in this life.” 1 The “ pleasures of wealth,” 
it is true, are vastly exaggerated by the imagination; but “ it 
is well that Nature imposes upon us in this manner. It is this 
deception which rouses and keeps in continual motion the 
industry of mankind.” 2 

One more quotation will enable us, by the help of a phrase 
which reappears in the Wealth of Nations, to pass from the 
ethical to the economic treatise. It is the passage in which 
he explains how beneficial to society in general and the poor 
in particular are ‘“‘ the luxury and caprice ” of the rich. ‘‘ They 
consume little more than the poor; and in spite of their natural 
selfishness and rapacity, though they mean only their own 
conveniency, though the sole end which they propose from the 
labours of all the thousands whom they employ be the grati- 
fication of their own vain and insatiable desires, they divide with 
the poor the produce of all their improvements. They are 
led by an invisible hand to make nearly the same distribution of 
the necessaries of life which would have been made had the 
earth been divided into equal portions among all its inhabitants ; 
and thus, without intending it, without knowing it, advance the 
interest of the society and afford means to the multiplication 
of the species. When Providence divided the earth among a 
few lordly masters, it neither forgot nor abandoned those who 
seemed to have been left out in the partition.” 3 

You will have been anticipating the passage I now go on to 
in the Wealth of Nations. It is that in which he explains how 
it is that “‘ every individual,” by directing the domestic industry 
of a country “in such a manner as its produce may be of the 
greatest value,’ though “he intends only his own gain,” “is 
in this, as in many other cases, led by an invisible hand to promote 


1 Part III. ch. v. (Reprint, p. 147). 2 Part IV. ch. i. (Reprint, p. 162.) 
3 Ibid. (Reprint, p. 163.) 
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an end which was no part of his intention.”” 1 You observe how 
the very terms of the former treatise reappear; not only the 
“invisible hand,”’ but also “intention” and ‘“‘ end”; and you 
will realise that ‘‘ in many other cases ”’ is not a qualification he 
intends to be taken seriously. The “invisible hand” is not, 
as some have supposed, the chance survival of a picturesque 
literary phrase; the idea, in that or some equivalent phrase, 
is the leit-motif of all his writing. 

However the doctrine grew up in Smith’s mind that—as one 
of my predecessors in this Chair has expressed it—‘‘ the natural 
forces of human desires and aversions . . . will naturally, and 
without conscious intention on the part of the individual, lead 
to the greatest advantage of society,’’ and however much he may 
have supposed himself to have reached it by observation of 
surrounding facts, there can be no doubt, as that predecessor 
of mine has pointed out, that it “‘ became the starting-point ” 
of “the school of propagandists ”’ who gave Political Economy 
its English connotation.” 

So much the starting-point that it was unconsciously assumed. 
It hardly occurred to most writers explicitly to set it forth; 
and here, as elsewhere, we can be grateful to McCulloch for 
proclaiming what others were thinking. ‘‘ The principles on 
which the production and accumulation of wealth depend are 
inherent in our nature” . . . and again: ‘‘ The principles which 
form the basis of this science make a part of the original con- 
stitution of man and of the physical world.’’* And Buckle, 
summing up with unbounded admiration more than thirty 
years later the teachings of Smith, declares “‘ there is a provision 
in the nature of things by which the selfishness of the individual 
accelerates the progress of the community.’”’4 Where the 
beneficence of natural liberty is not positively asserted, it is 
of course implied in the use of so condemnatory a term 
as ‘‘artificial” to designate any limitation of it: as, for 
instance, in the Merchants’ Petition drafted by Tooke in 
1820. 

It can be easily understood that when Political Economy 
passed into the hands of a stockbroker like Ricardo and of 
utilitarian agnostics like the two Mills, the language of theism 
would fall into disuse. No longer were they inclined to echo the 


1 Wealth of Nations, Bk. IV. ch. ii. (II. 28.) 

* Sir H. Llewellyn Smith, at the Meeting of 1910. 
3 Principles (1825), p. 15. (Reprint, p. 16.) 

4 Civilisation in England, Vol. II. ch. vi. 
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old saying “‘ Nature: that is God Himself.” 1 And it was not 
only because they had ceased to think theologically: it was 
because some at any rate could hardly fail to be more or less 
conscious that the turn Ricardo had given to the doctrine had 
deprived it of its optimistic character, and made it uncom- 
fortably fatalistic. ‘“‘ Nature” was still enthroned; and if 
“God”? means only a Supreme Power there was no reason why 
Nature should not continue to be called God, or God’s Vice-gerent 
—were it not that that Supreme Power which had established 
“the Principle of Population ”’ and ‘the natural price of labour ”’ 
could hardly be respected, let alone loved. 

When, however, we get to the period of the Anti-Corn Law 
League there was a return to Smith’s optimism and Smith’s 
theism. ‘“‘ The responsibility of having to find food for the 
people belongs,” says Cobden in 1846, “‘ to the law of Nature; 
as Burke says’”’—he continues—“ it belongs to God alone to 
regulate the supply of the food of nations.” 2 It is congenial to 
him to appeal to “the will of the Supreme Being ” * and “ the 
moral government of the world ’’; # and to describe Free Trade 
as “‘the International Law of the Almighty.” ® And with the 
return to a theistic conception went a return to the idea of 
natural rights, which the Benthamite economists had likewise 
thrown over. Thus the petition of the Manchester Chamber of 
Commerce, drawn up by Cobden and two of his friends in 1838, 
bases itself upon “the unalienable right of every man freely to 
exchange the results of his labour for the productions of other 
people.” ® The eloquent orator, W. J. Fox, refused on this 
ground to compromise on Free Trade: “It is ‘the very stuff 
o’ the conscience’: it is a principle upon which we have made 
up our minds, as embracing the right of man anterior to the 
existence of civilised society.”’’ And after the further lapse of 
a quarter of a century, the editor of Bright’s and Cobden’s 
Speeches, Thorold Rogers, becoming Professor at Oxford and 
writing A Manual for Schools and Colleges, “‘ assumes,” as of 
course, “‘ that there are such rights as are called ‘ natural,’ and 


1 The medieval legist Azo “ explains Ulpian’s natura by id est ipse Deus.” 
Pollock, Essays, p. 42, from Maitland. 

2 Speech of Feb. 27, 1846. 

3 Speech of Aug. 25, 1841, quoting a petition of ministers of religion. 

4 Speech of Oct. 19, 1843. 

5 According to Mallet, Intro. to Political Writings of Cobden, p. vi. 

6 Text in Hirst’s collection, Free Trade and the Manchester School (1903), 
p. 142. 

7 Speaking in 1844, Ibid. p. 174. 
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that these are the inalienable conditions under which individuals 
take part in social life.” 1 

How far the. return to Adam Smith’s type of optimistic 
theism was due to the real religious sentiment of men like Cobden, 
to their own reading of the great Scotch master, and to the 
contemporary English environment, and how much it may have 
been due to the influence of the contemporary French writer 
Bastiat, it is not easy to say. Sir Louis Mallet, one of the literary 
custodians of Cobden’s fame and associated with him in negotiat- 
ing the French Treaty of 1860, regards it as “‘one of those 
coincidences which sometimes exercise so powerful an influence 
on human affairs’ that, while Cobden was leading a political 
movement in England, “ Frederic Bastiat was conceiving and 
maturing in France the system of political philosophy which 
still remains the best and most complete exposition of the views 
of which Cobden was the great representative.” ‘“‘ These two 
men,” he affirms, “‘ were necessary to each other. Without 
Cobden, Bastiat would have lost the powerful stimulant of 
practical example. . . . Without Bastiat, Cobden’s policy would 
not have been elaborated into a system.”’ 2 

Bastiat has had hard measure dealt to him by later writers. 
In exchange for the extravagant laudation he received at the 
time from politicians and popular writers, he has been treated 
by recent academic economists with a certain patronising con- 
tempt. It is allowed that his apologues or parables, like the 
Petition of the Candle Makers against the Sun, are amusing 
reductiones ad absurdum of some of the demands of the Protec- 
tionist man-in-the-street. But he is dismissed as “‘a lucid 
writer, but not a profound thinker’”’; and the doctrine ascribed 
to him—“ that the natural organisation of society under the 
influence of competition is the best not only that can be practically 
effected but even that can be theoretically conceived ’—is 
characterised as ‘‘ extravagant.” 3 

I must avow that I have found nothing in Bastiat’s most 
optimistic and theistic passages which is more than a more 
emotional repetition of Smith in the Moral Sentiments. Smith 
tells us of “that divine Being whose benevolence and wisdom 
have from all eternity contrived and conducted the immense 
machine of the universe, so as at all times to produce the greatest 
possible quantity of happiness.” 4 Bastiat uses the same 


1 Manual, 2nd ed., revised, 1869, p. 223. 

2 Cobden’s Political Writings (1878), Intro. p. vi. 

3 Marshall, Principles, 4th ed. p. 64. 

4 Moral Sentimenta, Pt. VI. Sec. II. ch. iii. (Reprint, p. 210.) 
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mechanical image: “ The leading idea of this work, the harmony 
of interests, is religious. For it assures us that it is not only 
the celestial but also the social mechanism which reveals the 
wisdom of God and declares His glory.” And the Divine Hand 
reappears: ‘‘ Since in the sphere of labour and exchange the 
principle ‘each for himself’ must inevitably prevail as motive 
power, it is marvellous how the Author of things has made 
use of it to realise in society the fraternal motto ‘each for 
all.” His skilful Hand? has made an instrument out of an 
obstacle. The general interest has been entrusted to private 
interest; and the former is inevitable precisely because the 
latter is indestructible.” * Before we of this generation are 
contemptuous of Bastiat, it is only just to look into the rock 
whence he was hewn, and to the hole of the pit whence he was 
digged. 

The truth is, Bastiat went behind Malthus and Ricardo, 
back to Adam Smith. He pointed out that what distinguished 
“the Economist school” of his time from various Socialist 
schools was at bottom this: that the former believed and the 
latter did not in the necessary harmony of unrestricted individual 
interests. This harmony was the principle from which “the 
Economist school” started in their arguments in favour of 
economic freedom. Their practical conclusions were in them- 
selves correct; but the premise, the starting point, could not be 
correct, Bastiat averred—the harmony did not in reality exist— 
if the Malthusian doctrine of Population was true and the 
consequent Ricardian doctrine of Rent. And so, to save the 
premise, these doctrines must be thrown over.4 And that, 
of course, is just what Cobden did, when he argued so 
frequently and strenuously against the fundamental proposition 

1 Preface, “To the Youth of France,” to his Harmonies Economiques (1850). 
In English translation : Harmonies of Political Economy (1860), p. 9. 

2 ** Son habile main.”’ 

3’ @uvres Choisies, ed. Foville, p. 269. 

4 It is so easy to miss the precise point in a translation that it will be well 
to quote the original. ‘‘J’ai dit que l’Ecole économiste, partant de la naturelle 
harmonie des intéréts, concluait & la Liberté. Cependant, je dois en convenir, 
si les économistes, en général, concluent & la Liberté, il n’est malheureusement 
pas aussi vrai que leur principes établissent solidement le point de départ : Vhar- 
monie des intéréts.”” And again: ‘‘ La conclusion des économistes est la liberté. 
Mais, pour que cette conclusion obtienne l’assentiment des intelligences et attire 
& elle les cceurs, il faut qu’elle soit solidement fondée sur cette prémisse: les 
intéréts, abandonnés 4 eux-mémes, tendent & des combinaisons harmoniques, & 
la prépondérance progressive du bien général. Or, plusieurs d’entre eux, parmi 
ceux qui font autorité, ont émis des propositions qui, de conséquence en consé- 


quence, conduisent logiquement au mal absolu, a l’injustice nécessaire, & l’inégalité 
fatale et progressive, au paupérisme inévitable.” 
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of Ricardo that the price of food regulates the rate of 
wages.} 

Is it necessary to say that nowadays no serious thinker 
believes in the two propositions with which I have commenced ? 
“ Natural” and “ artificial’ are words we still use to beg a 
question; but no one is any longer at all thorough-going in 
their application. “ Nature,” as distinguished, as Adam Smith 
does, from ‘‘the slow and uncertain determinations of our 
reason,” no longer has the comforting sound it once had. We 
may not think of Nature as ~ 


ce 


red in tooth and claw,” or say, 
with another great poet, ‘‘ Nature and man can never be fast 
friends”; but we can save Nature’s character only by including 
in it precisely what Smith omitted: human reason. And when 
we put aside abstract prepossessions and simply watch the 
operation of social forces, we discover that on neither side of 
the antitheses, Freedom and Control, Liberty and Order, Com- 
petition and Combination, is there a necessary preponderance of 
good or evil. Factory Laws, Education Laws, Sanitation Laws 
alike show that no modern civilised State any longer believes 
that social interests can be left to the unhampered working of 
immediate individual desires and impulses. It is arguable that 
** Liberty ” may still be the best policy to pursue in the matter 
of foreign trade. But the contention no longer starts with the 
immense presumption in its favour which it enjoyed so long as 
it was deemed the master key to a divine government of the 
world. 

3, 4. The individualistic or “ atomistic ’ conception of society, 
or of the State as its organised expression, and the doctrine of 
the identity of individual and social interests (in the sense that 
the pursuit of individual interests must necessarily, in general, 
conduce to social interests) were, perhaps, not inevitably 
associated ideas. For society might be conceived of as a mere 
aggregation of individuals; and yet, within the society so formed, 
the pursuit of individual interests—since all individuals are not 


1 It is interesting to pass from the first three paragraphs of Ricardo’s ch. v. 
on Wages (1817) to Cobden’s speeches of Feb. 24, 1842, and Feb. 8, 1844. 
Cobden avowedly bases himself in the matter of wages on Adam Smith; Speech 
of July 3, 1844. (Speeches, 1880, p. 105; cf. p. 119.) Compare the attitude 
toward Malthus and Ricardo of Cobden’s friend, Thorold Rogers, who, in his 
Manual, speaks of Bastiat as ‘‘ the great French economist.’’ But before Bastiat 
there was at least one notable Free-trader who thought it necessary to protest 
against the Malthusian doctrine of Population and the Ricardian doctrine of 
Rent in order to preserve his exuberantly optimistic outlook. This was G. 
Poulett Scrope, the geologist and M.P., in his Principles of Political Economy, 
1833. See Preface, p. viii, to edition of 1873. 
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equally powerful—might conceivably be regarded as injurious 
to the majority, and, in that sense, to society itself. Some such 
view was inculcated by Hobbes. From such a conclusion Smith 
and his followers were saved by their underlying confidence in 
Nature. For if each individual retained or should retain in 
Society his natural rights, and if the final outcome was bound 
to be good, that could only be because the pursuit of individual 
rights resulted in the common advantage. It would be super- 
fluous to point out that the individualist view of the essential 
nature of society, and of the State as its organised expression, 
led to the limitation of State functions and to the policy commonly 
known as laissez-faire. 

As in the case of Natural Liberty we need not ask how the 
atomistic conception of the social union came to Adam Smith. 
That it characterises his school is very certain. But Smith was 
a man of wide reading, and knew too much to readily give 
himself away by generalities. It is interesting to see how his 
followers forced his ultimate principles into the open. A good 
example is furnished by McCulloch. Time has dealt hardly 
with McCulloch. His name has almost disappeared from modern 
treatises. But he was the man from whom the general British 
public mainly learnt its Political Economy between 1825 and 
1850; and the republication of his first edition in cheap reprints 
secured currency for his teaching long after the middle of the 
century in certain circles, and that in its earliest and least 
qualified form. Peacock with his “ MacQuedy”’ in 1831, and 
Carlyle with his “‘ McCroudy ” in 1850 knew well enough what 
they were about; 1 for McCulloch might reasonably be taken as 
“the typical economist of the day.” ? 

McCulloch has been employed in setting forth the general 
argument for individual enterprise. As is his wont, he does 
not scruple to appropriate, without marks of quotation, choice 
sentences of Adam Smith—as, less frequently, of Ricardo. 

Smith had written thus: ‘‘ Every individual is continually 
exerting himself to find out the most advantageous employment 
for whatever capital he can command. It is his own advantage, 
indeed, and not that of the society which he has in view. But 
the study of his own advantage naturally, or rather, necessarily, 
leads him to prefer that employment which is most advantageous 


to the society.” * 
1 In Peacock’s Crotchet Castle and Carlyle’s Latter-Day Pamphlets. 


2 Leslie Stephen, The English Utilitarians, ii. p. 226. 
3 Wealth of Nations, Bk. IV. ch. ii. (Rogers’ ed., ti. 26.) 
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Now listen how McCulloch copies this verbatim, but adds 
“labour ” to “ capital,’ and emphasises the completeness of the 
social benefit. Notice still more how he, quite correctly, inserts 
into the middle of the argument the fundamental principle on 
which it rests: “It may be observed that every individual is 
constantly exerting himself to find out the most advantageous 
methods of employing his capital and labour. It is true that 
it is his own advantage and not that of the society which he has 
in view; but, as a society is nothing more than an aggregate 
collection of individuals, it is plain that each in steadily pur- 
suing his own aggrandisement is following that precise line of 
conduct which is most for the public advantage.” 2 

The large assumption on which the conclusion depended, 
viz. that individuals know their own interest better than any 
other man, or “‘ select number of men,” can teach them is, with 
McCulloch, “‘an admitted principle in the Science of Morals 
as well as of Political Economy”? which hardly calls for 
exposition. 

An individualist view of the social bond involved, as I have 
already observed, a severe limitation of the functions of the 
State, or, in Adam Smith’s language, of ‘‘ the sovereign.”’ Herein 
again Bastiat brings out what is implicit in Adam Smith. In 
his article on the State, written in 1848, in the midst of the 
Socialistic agitation of the period, he prides himself on being 
able thus to characterise it: ‘‘ The State is the great fiction by 
means of which everyone tries to live at the expense of 
everyone.* ... 

“To-day as aforetime, everyone would like to profit by the 
toil of others. One doesn’t dare to profess such a sentiment; 
one conceals it from oneself. So what does one do? We invent 
an intermediary; we turn to the State; and one class after 
another comes and says to it: ‘You, who can properly and 
honestly do so, take from the public; and we will share.’ Alas ! 
the State has only too great an inclination to follow this 
diabolical counsel; for it is composed of ministers and officials— 
men, in fact, who, like all other men, desire at heart, and seize 
every opportunity, to increase their own riches and influence.”’ 


1 McCulloch’s own italics. 

2 Principles of Political Economy (1825), Pt. V.ch.iv. (Reprint, p. 74.) 

3 Reprint, p. 16. 

4“ T’Etat, c’est la grande fiction a travers laquelle TOUT LE MONDE 8’efforce de 
vivre aux depens de TOUT DE MONDE ”’ (Bastiat’s own capitals and italics)—Q@uvres 
Choisies, ed. Foville, p. 94. There is a poor translation in a volume edited by 
D. A. Wells, Bastiat, Essays in Political Economy (1893). 
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For quite such sweeping language from an English pen we 
have to come to America. And here is a characteristic passage 
from that forcible little book by the late Professor Sumner of 
Yale: What Social Classes owe to Each Other :+ ‘‘ As an abstrac- 
tion, the State is to me only All-of-us. In practice—that is, 
when it exercises will or adopts a line of action—it is only a 
little group of men chosen in a very haphazard way by the 
majority of us... . ‘The State,’ instead of offering resources 
of wisdom, right reason, and pure moral sense beyond what 
the average of us possess, generally offers much less of all these 
things ”; and so on. 

In the last half-century we have seen a high doctrine of the 
State entering into England, and in a lesser measure into America, 
as part of the influence of the Hegelian philosophy and of a 
renewed appreciation of the Greek view of the State. We 
have seen the High-State doctrine confirmed by the visible 
efficacy of much positive State action. We have seen it, more 
recently, somewhat discredited by its association in Germany 
with a deification of the State which has seemed immoral; and 
although the State in all countries undertook during the Great 
War, with quite unexpected success, novel functions, its activity 
has, for the time, undoubtedly left behind a certain soreness 
in some of the business interests affected. Moreover, there has 
been much analysis in recent years of the conceptions Society 
and State; much consideration of the place of groups or asso- 
ciations within the State, and of a conceivable partition of 
functions. There are schools of political thought who are so 
indignant with the use which Governments calling themselves 
“the State’? have made of their powers that they propose to 
abolish the State altogether: although their measures, when 
they seize power, indicate clearly enough that what they believe 
in is something similar under another name. For all these 
reasons, I naturally do not intend to set forth any view of my 
own, either as to Society or the State. I am content to have 
reminded you of the view entertained by the economists of the 
century we are considering. I do not suppose it would satisfy 
any serious thinker now. He might think Free Trade expedient ; 
but he would not base it upon so one-sided and unhistorical a 
conception of the social union. 

5. The idea that countries differ from one another in their 
physical productive resources, and that this is the occasion 
and justification of foreign trade, had been a commonplace with 

1 1885, p. 9. 
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writers centuries before Adam Smith. It is to be found well 
developed in the letters of Seneca; it reappears in the great 
encyclopedic treatise of Aquinas ; ! and it was transmitted to the 
modern world by Grotius.2 But there can hardly be any doubt 
that it came to Adam Smith from the well-known essays Of the 
Balance of Trade and Of the Jealousy of Trade, published by his 
friend David Hume in .1752 and 1758. Hume had written: 
“Nature, by giving a diversity of geniuses, climates and soils 
to different nations, has secured their mutual intercourse and 
commerce so long as they all remain industrious and civilised.” 
And he had furnished Smith and his successors with a convenient 
shorter expression by remarking: “When any commodity is 
denominated the staple of a kingdom, it is supposed ”’ (i.e. under- 
stood) “ that this kingdom has some peculiar and natural advan- 
tages * for raising the commodity.” 

Hume also led the way for Smith to draw the conclusion that 
interference with the international trade which would arise 
from the divergency in national advantages would be unwise. 
And it is an illustration of the hold which the current Nature 
philosophy had on men’s minds that Hume, whose own theism 
was of the most tenuous and hesitating character, puts the 
conclusion in theistic language: ‘‘ These numberiess bars, 
obstructions and imposts which all nations of Europe... 
have put upon trade . . . deprive neighbouring nations of that 
free communication and exchange which the Author of the 
world has intended by giving them soils, climates and geniuses 
so different from each other.” 

It need hardly be said that this religious interpretation long 
continued to be usual. As the great financier Alexander Baring, 
later known as Lord Ashburton, declared, in presenting the 
Merchants’ Petition to the House of Commons in 1820: “It 
is one of the wise dispensations of Providence to give to different 

1 This learning is not my own. References will be found in Kautz, Geschicht- 
liche Entwickelung der Nat. Oek., pp. 156, 215. 

2 Grotius (De Jure Belli ac Pacis, I1., 2, 13, 5) quotes from the Greek rhetori- 
cian Libanius, of the fourth century after Christ, a passage which he translates 
thus: ‘‘ Deus non omnia omnibus terrae partibus concessit, sed per regiones 
dona sua distribuit, quo homines alii aliorum indigentes ope societatem colerent. 
Itaque mercaturam excitavit.”’ 

3 The expression had been used, in 1691, by John Locke, in his Considerations 
of the Lowering of Interest (Reprint in Essays : Ward, Lock & Co., p. 566). He 
says, of Commerce: “For this the advantages of our situation, as well as the 
industry and application of our people . . . do naturally fit us. By this,... 
trade left almost to itself, and assisted only by the natural advantages above 
mentioned, brought us in plenty of riches.’’ But Locke was far from drawing 


the Free Trade conclusion. 
No. 136.—voL. xxxIVv. MM 
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parts of the world different climates and different advantages, 
probably with the great moral purpose of bringing human beings 
together for the mutual relief of their wants.” + 

“Natural advantages,” it will be allowed, will commonly 
be taken to mean advantages based on geographical conditions. 
This is what the reader, left to himself, would understand by 
Ricardo’s language, when he says that “‘a system of perfectly 
free commerce ”’ uses most efficaciously ‘ the peculiar powers 
bestowed by nature ”’;? or by Cobden’s language, thirty years 
later, when he speaks of England as setting “‘ the example of 
giving the whole world every advantage of clime and latitude 
and situation.” ® 

Smith is avowedly taking a strong case when he remarks 
that “by means of glasses, hot-beds and hot walls very good 
grapes can be raised in Scotland, and very good wine too can 
be made of them—at about thirty times the expense at which 
they can be imported.” * But, if this is an extreme case, it is 
something equally clear in essential character, though usually 
less in degree, that the phrase “ natural advantages ”’ is calcu- 
lated to imply. And this is how Ricardo himself interprets it : 
“It is this principle which determines that wine shall be made 
in France and Portugal, that corn shall be grown in America 
and Poland, and that hardware and other goods shall be 
manufactured in England.” > 

It will be remembered that Ricardo was writing in 1817: 
it was then thought that English hardware rested upon natural 
blessings in the way of coal and iron which other nations did 
not possess. The “natural advantages”? which the United 
States and Germany, to mention no other countries, were 
destined to find in their coal and iron deposits had not yet been 
discovered. As late as 1832 McCulloch could write in his 
Dictionary of Commerce: “'The hardware manufacture is one of 


1 Hansard (N.S.) I. p. 165, quoted in Page, Commerce and Industry (1919), 
I. 55. 

2 Chap. vii., on Foreign Trade. 

3 Speech of Feb. 27, 1846. A contemporary variant is ‘“ varieties of climate, 
situation and soil,’’ in the Edinburgh Review for Jan. 1841 (a reference I owe to 
the late Professor Sidgwick). In Thorold Rogers we find a fresh spring of fervour 
derived from Cobden and Bastiat. The chapter on Foreign Trade in his Manual 
(1868) thus begins: ‘‘ The various regions of the earth are variously favourable 
to the growth of vegetable and animal products. Different countries too have 
different geological characteristics.””> The exposition of “‘ special advantages ”’ 
by the economist who replaced Rogers in the Oxford chair is on the same lines : 
Bonamy Price, Practical Political Economy (1878), p. 309. 

* 2 posl. 

5 Principles, p. 157. 
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the most important carried on in Great Britain; and from the 
abundance of iron, tin and copper ores in tiiis country, and our 
inexhaustible coal mines, it is one which seems to be established 
on a very secure foundation.” } 

“* Natural advantages,”’ however, as a basis for the universal 
application of the policy of free trade, was likely to suggest two 
comments. One is that the greater cheapness with which one 
country can produce goods as compared with another is obviously 
in some cases due to no peculiar advantage in the geographical 
sense, but simply to the historical fact that the manufacture 
was established there earlier. The other is that a country may 
even possess geographical advantages for a particular production 
but be unable to develop them if importation is free, because, 
for the time being, another country is producing more cheaply. 
If the “ intention ” of ‘‘ the Author of the world,” or of “‘ Nature,” 
is shown by the provision of particular physical resources, it 
can hardly be supposed proper to allow it to be indefinitely 
“counteracted ”’;? and this vital point in the argument was 
seized upon by Alexander Hamilton. Hamilton, the author of 
the greater part of The Federalist, is the most considerable name 
in the political science of the United States. His famous Report 
on Manufactures, written in 1790, only fourteen years after the 
appearance of the Wealth of Nations, and long before List and 
John Stuart Mill, shows a powerful mind working on the material 
presented to him by Adam Smith and the French economists, 
but with the needs and conditions of a new country before his 
eyes. And as soon as we realise that “advantages” was a 
key-word in the discussion, we cannot but appreciate the dexterity 
with which Hamilton employs it to justify protection. Writing 
at a time when water was still the usual motive-power for the 
new machinery, he alleges that in that respect “‘ some superiority 
of advantages may be claimed ” for the United States; as to 
the cost of materials, “‘the advantage upon the whole is at 
present upon the side of the United States’; and, generally, 
“it is certain that various objects in this country hold out 

1 J. L. Mallet in his Diaries (excerpted in Political Economy Club, Centenary 
Volume, 1921) comments on the success of this Dictionary: ‘“‘ Two thousand 
copies of the first edition sold, at £2 10s. a copy, in the course of nine months.” 
Cobden, in 1835, described it as “‘ a work of unrivalled usefulness, which ought 


to have a place in the library of every merchant and reader who feels interested 
in the commerce of the world.” 

2 In the case of the exchange of English cloth for Portuguese wine, ‘‘ the 
intention of Nature” was indicated to McCulloch by, inter alia, ‘the 
superiority of the wool of England, our command of coals,” etc. (Reprint, 


p. 71.) 
MM2 
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advantages which are with difficulty to be equalled else- 
where.” 1 

Adam Smith was quite shrewd enough to foresee criticism 
on this line. He meets it boldly: “‘ Whether the advantages 
which one country has over another be natural or acquired is 
in this respect ’’ (7.e. cheapness) “‘ of no consequence. So long 
as the one country has these advantages and the other wants 
them, it will always be more advantageous to the latter rather 
to buy of the former than to make.” 2 This is, of course, perfectly 
true, but inconclusive. That one policy is clearly more advan- 
tageous in the short run does not prove that it must be more 
advantageous in the long run. 

The form of the long-run idea with which we are most familiar 
in England is the concession which Mill makes, as he says, ‘‘ on 
mere principles of political economy,” with respect to the possible 
wisdom of imposing protective duties “‘in hopes of naturalising 
a foreign industry in itself perfectly suitable to the circumstances 
of the country,” 7.e., as he goes on to say, “‘ where there is no 
inherent disadvantage.” * This, the so-called ‘‘ Infant Indus- 
tries’ argument, I need not further elaborate. Mill recognises 
that such a policy involves a burden so long as the new industry 
cannot stand without protection; but “a protecting duty will 
sometimes be the least inconvenient mode in which the nation 
can tax itself for the support of such an experiment.” It may 
be remarked that Mill’s statement of the economic and psycho- 
logical difficulties under which a new industry, in itself perfectly 
suited to a country, will ordinarily labour, is nothing more than 
what Hamilton had said fifty-eight years before.4 Neither of 
them mentions a consideration which modern business has made 
of vast importance: the greater economy of manufacture which 
large-scale production enjoys owing to the wider distribution of 
overhead charges. 

The form in which the same idea was presented to the German 
public by List was of more philosophical generality. It is 
summed up in the contrast between a policy based on present 
“‘ exchange values ’’—which is his not unjust way of paraphrasing 
the language of Adam Smith—and a policy based on “ productive 
powers.” By suffering a present loss, a country may secure 
for itself a permanent source of wealth, which may repay many 
times over the initial loss. 

1 In the reprint in Taussig’s collection: State Papers and Speeches on the 
Tariff (Cambridge, Mass., 1893), pp. 35, 36, 39, and elsewhere. 


2 Bk. IV. ch. ii. (II. p. 31.) * Bk. V..ch.:x. p. 1. 
£ See the ‘‘ very cogent reasons ”’ set forth by Hamilton, p. 29, seq. 
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I do not propose to enter into the tangled and highly con- 
troversial question of the extent to which the policy of pro- 
tecting infant industries or developing productive powers has 
been or can be wisely applied in particular countries, at 
different stages of development, and with varying physical 
resources. I do not forget what is said, and said with a good 
deal of obvious justice,- about the selfishness of particular 
interests, and about infants not growing up. It is not necessary 
to substitute for the belief in the necessary beneficence of human 
selfishness under free trade any belief in the necessary beneficence 
of human selfishness under protection. But it is fair, I think, 
to say that experience, since the time of List and Mill, is not 
altogether barren of what may reasonably be regarded as success- 
ful applications of the List and Mill principle. As my purpose 
is merely to examine the free trade doctrine of Adam Smith 
and of the century following as a piece of abstract argument, 
I will take only one case. 

The tariff history of the United States has long been the 
happy hunting-ground for those who sought evidence of the 
sordidness of protectionist politics. The conjunction of the 
development of vast physical resources with the working, for the 
first time on a big scale, of practical democracy, created con- 
ditions not always favourable to political virtue. “‘ Lobbying ” 
has become a term of such evil sound that to some minds it 
makes further argument unnecessary. 

If, in this sea of dubious issues, any writer can be supposed 
to steer a judicious course, I suppose it is Professor Taussig, 
the colleague by whose side I was proud to serve many years 
ago at Harvard. In successive editions of his book since 1882, 
he has earned our gratitude by putting before us, if not all, 
at any rate most of, the main facts of United States tariff history. 
Moreover, he has been one of the few writers who have illus- 
trated from modern experience the Ricardian doctrine of com- 
parative costs, the more subtle form of the general doctrine of 
natural advantages. And now let us listen to what he has had 
recently to say of the iron industry of the United States during 
the forty years preceding 1915.1. I am anxious not to involve 
him an inch beyond the distance he would be willing to travel. 
I will therefore quote a sufficiently long passage, and will add 
that, to do him complete justice, it should be read in situ. 

“Tt might be alleged that the iron industry would have 
advanced during the forty years in much the same way, pro- 


1 Some Aspects of the Tariff Question (1915), p. 150. 
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tection or no protection. And yet the unbiassed enquirer must 
hesitate before committing himself to such an unqualified state- 
ment. Rich natural resources, business skill, improvements in 
transportation, widespread training in applied science, abundant 
and manageable labour supply—these, perhaps, suffice to account 
for the phenomena. But would these forces have turned in this 
direction so strongly and unerringly but for the shelter from 
foreign competition? Beyond question, the protective system 
caused high profits to be reaped and the stimulus from great 
gains promoted the unhesitating investment of capital on a 
large scale. . . . Thereafter, the community began to get its 
dividend. Prices fell. ... The same sort of growth would 
doubtless have taken place eventually, tariff or no tariff; but 
not so soon, or on so great a scale. 

“No one can say, with certainty, what would have been; 
and the bias of the individual observer will have an effect on his 
estimate of probabilities. The free trader . . . will be slow to 
admit that there are any kernels of truth under all this chaff. . . . 
On the other hand, the firm protectionist will find, in the history 
of the iron trade, conclusive proof of brilliant success. And 
very possibly those economists who, being in principle neither 
protectionists nor free traders, seek to be guided only by the out- 
come in the ascertained facts of concrete industry, would render 
a verdict here not unfavourable to the policy of fostering ‘ national 
industry.’ ” 

The fact that such a verdict is possible in an outstanding 
case of this magnitude is not likely to impede the remarkable 
inversion of the old “ natural advantages ’’ argument which we 
can see taking place nowadays in several directions. There has, 
of late, been an increase in the number of States which have 
independent control over their fiscal policy. The belief—which 
may or may not be well founded—that these countries are 
fortunate in their climates, or soils, or mineral resources, or 
water-power, or any other of the physical gifts of their geo- 
graphical situation—and these are what the ordinary man means 
by ‘‘ advantages’”’—is now suggesting to them that, as with any 
other estate, it may pay them to expend something on development. 
Tariffs or bounties are, of course, from this point of view, simply 
forms of development expenditure. They would be inclined to 
echo the words of Adam Smith, though with a different applica- 
tion: ‘‘ What is prudence in the conduct of every private family, 
can scarce be folly in that of a great kingdom.” } 

1 Bk. IV. ch. ii. (IL. p. 29.) 
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An obvious case in point is India, in its new constitutional 
character. In 1922 the Indian Fiscal Commission, after pro- 
nouncing for a policy of protection ‘ with discrimination,” 
recommended the appointment of a Tariff Board to exercise 
that discrimination, and laid down the principles by which it 
was to be guided. And the very first is: ‘“ The industry must 
be one possessing natural advantages, such as an abundant 
supply of raw material, cheap power, a sufficient supply of 
labour, or a large home market.” 

In this present year the Indian Tariff Board has made its 
first report on a specific industry. It recommends protection 
for the Indian steel industry on these grounds: “‘ India possesses 
great natural advantages for the manufacture of steel owing 
to the richness and abundance of the iron-ore deposits and the 
comparatively short distance which separates them from the 
coal-fields. The natural advantages are so great that eventually 
steel manufacture in India should be possible at as low a cost 
as in any other country.” Perhaps I had better say that I have 
no opinion on the particular proposal myself. I do not know 
whether the rich and abundant iron-ore deposits do in fact 
exist. But if they do, they are what the ordinary man means 
by “ natural advantages.” 

To the Smithian economist, need I say, the only proof that a 
country has an “advantage” is the fact that it can produce 
more cheaply? ‘“‘ Advantage” with him is a comparative, not 
a positive idea. And yet it carries with it an implication that 
does not necessarily belong to it. In this respect it is like the 
biological conception of the “ fittest’ to survive, or, to come 
nearer home, the economist’s employment of “ utility.’’ ‘‘ Ad- 
vantage ’’ suggests at its possession is necessarily a good thing 
for the country which has it. But, in the comparative sense, 
every country which has a foreign trade at all must have an 
“ advantage ’’ of some kind or other, or it would not be able to 
export. Anything which enables it to produce exports more 
cheaply than it is worth while for the importing country to pro- 
duce them is an “ advantage.”” Read Professor Taussig’s books : 
you again and again come on the idea that the reason why the 
United States should not enter upon this or the other branch 
of production is that the commodities in question—e.g. beet 
sugar—are more cheaply produced abroad by docile, unintelligent 
labour: ‘‘ an inferior class which is utilised, perhaps exploited, 
by a superior.” He comes as near contempt for them as is 
possible for a humane man. But if, in the interchange of 
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American machinery for European sugar, America’s advantage 
is in its high-grade labour, by parity of reasoning the economic 
advantage of Europe is in its low-grade labour. And while this 
may be a reason for satisfaction on America’s part, it is not so 
evidently a reason for satisfaction on Europe’s part. 

And, indeed, as soon as we begin to take a large view of 
history, it is quite certain that the utilisation of comparative 
advantages has sometimes been either a curse or a very mixed 
blessing. We are all familiar with Polish corn as supplying 
something like a local habitation and a name to the argument 
as to comparative costs.1 But there is reason to believe that 
the export of corn from the Baltic lands to the countries of 
Western Europe was one of the causes for the depressed position 
of the peasant of the Baltic lands in the seventeenth and 
eighteenth centuries.2, And in the nineteenth century, when the 
Prussian Junker was a strong free trader in order to get a foreign 
market for his corn, he consolidated the economic “‘ advantages ”’ 
of the lands east of the Elbe by buying up peasants’ holdings 
and creating an agricultural labourer class which has become 
the most unsatisfactory feature in the German agricultural 
position. Similarly, I suppose we all feel that the expansion 
of the American cotton area, and with it of slavery—during a 
period when the Southern planters were ardent free traders and 
anxious that England should be free to buy their raw cotton 
with its manufactures,s—was a means of exploiting the coloured 
race which it is difficult to look back upon with equanimity. 

6. The next idea with which we have to deal is that every 
country has a particular supply of capital and labour, and that 
the State can do nothing, by protective measures, beyond divert- 
ing them to what is presumably a less profitable employment. 
This is stated by Adam Smith, first generally: when he says 
that a monopoly of the home market frequently turns towards 


1 See e.g. James Mill, Elements (1821), pp. 84-88, 135-137; followed by 
J. 8S. Mill, Principles, Bk. III. ch. xvii. § 2. 

2 See the interesting account in Naudé, Getreidehandelspolitik, I. 385 (in the 
series Acta Borussica : Denkmédler der Preussischen Staatsverwaltung, 1896). Naudé 
attributes the social condition of Poland, the cause of most of its political troubles, 
to the fact that its Government was not allowed by the landlords in the eighteenth 
century to pursue a mercantilist policy. 

3 See Memorandum V. on Germany, by the present writer, in Final Report 
of the Agricultural Tribunal of Investigation (1924), especially §§ 3, 4, 10. 

4 The English reader to whom the connection between slavery and the free 
trade views of the Southern States may be unfamiliar will find some of the 
relevant facts in Dewey, Financial History of the United States (1903), § 80; 
Bogart, Economic History of the United States (1907), § 217; Coman, Industrial 
History of the United States (1905), p. 190. 
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a particular employment “a greater share of both labour and 
stock of the society than would otherwise have gone to it”; 
and then when he makes everything depend on capital, and 
says that “‘ no regulation of commerce can increase the quantity 
of industry beyond what its capital can maintain: it can only 
divert a part of it.” 1 ‘‘ Diversion ” is the key-word.? 

I will follow Smith’s example by concentrating first on 
capital. And as soon as one looks into the exposition as found 
in Smith or McCulloch or John Stuart Mill, it must be apparent 
that the idea has a close resemblance to another once dominant 
which Mill himself publicly abandoned in 1869, and which 
few English-writing economists have since had the temerity to 
say a good word for: the so-called Wage-fund Doctrine. In 
formulating the “diversion”? argument Smith uses language 
about wages of which the doctrine of the Wage Fund, as defined 
later, was merely a crystallisation : “‘ As the number of workmen 
that can be kept in employment by any particular person must 
bear a certain proportion to his capital, so the number of those 
that can be continually employed by all the members of a great 
society must bear a certain proportion to the whole capital of 
that society, and never can exceed that proportion.” ¢ 

What Mill said about the Wage Fund is equally applicable to 
“the capital of a society”’ in its relation to industry: it is 
“not regarded as unalterable, for it is augmented by saving and 
increases with the progress of wealth; but it is reasoned upon 
as at any given moment a predetermined amount.” > By a 
writer like McCulloch, who delights to make things super- 
abundantly clear, this is expressly stated: ‘‘ No country can 
possibly employ a greater number of workmen than its capital 
can feed and maintain. But it is plain that no restrictive 
regulation can of itself add one single atom to the capital.” ® 

The reason, of course, is that given by Adam Smith: “ The 
industry of the society can augment only in proportion as its 


1 II., pp. 25-26; cf. p. 272. Cf. J. S. Mill, Principles, I., v., § 1; Rogers, 
Manual, p. 235. 

2 The phraseology was probably suggested by Hume, who, expounding an 
idea considered below, says, ‘‘ If the spirit of industry be preserved, it may 
easily be diverted ” (Essay, Of the Jealousy of Trade). 

3 How dominant we are inclined to forget. But we may be reminded of it 
by reference to the once famous work of Buckle, History of Civilisation (1857), 
Vol. II., ch. vi., p. 357. Buckle speaks of it as ‘‘ this vast step in our knowledge.” 

# If. ‘p. 26. 

5 Dissertations and Discussions, IV. p. 42, seg., excerpted in my edition of 
Mill, p. 992. 

6 Reprint, p. 73. 
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capital augments, and its capital can augment only in proportion 
to what can be gradually saved out of its revenue.” } 

But all this rests upon a view as to the character and extent 
of the fluidity of capital which was current among the writers 
of the period we are considering but which subsequent experi- 
ence has shown to require profound modification. It was a view 
which, as we now see, combined an exaggerated estimate of the 
extent to which already invested capital is transferable within 
a country with a quite insufficient estimate of the extent to 
which newly accumulated capital is transferable as between one 
country and another. 

As to the export of capital, Ricardo struck the note in 1817: 
** Experience shows that the fancied or real insecurity of capital, 
when not under the immediate control of its owner, together 
with the natural disinclination which every man has to quit the 
country of his birth and connections, and intrust himself, with 
all his habits fixed, to a strange Government and new laws, 
check the migration of capital. These feelings, which I should 
be sorry to see weakened, induce most men of property to be 
satisfied with a low rate of profits in their own country, rather 
than seek a more advantageous employment for their wealth in 
foreign nations.” 2 

All these human touches—‘ fixed habits,’ and so on—are 
more appropriate to the age before joint-stock companies than 
to ours. Ricardo’s account of the situation is so moderately 
expressed that it may be defended, even for our time, by a 
charitable interpretation. But the conclusion drawn by the 
succeeding generation was in fact a pretty sweeping one. To 
this clear testimony is borne by that Ricardian of Ricardians, 
Professor Cairnes, writing in 1874: ‘‘ The assumption commonly 
made in treatises of Political Economy is that, as between occu- 
pations and localities within the same country, the freedom of 
movement for capital and labour is perfect, while, as between 
nations, capital and labour move with difficulty or not at all.” 8 

Alexander Hamilton as early as 1790 showed a more states- 
manlike prevision of the future trend of affairs: ‘‘ Notwith- 
standing there are weighty inducements to prefer the employ- 
ment of capital at home, even at less profit ... yet these 
inducements are overruled either by a deficiency of employment 
or by a very material difference in profit. . . . The aid of foreign 


1 Bk. IV. ch. ii. (I. 30.) 2 Principles, ch. vi. p. 161. 
3 Some Leading Principles of Political Economy Newly Expounded (1874), 
p. 302. 
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capital may safely and with considerable latitude be taken into 
calculation ”’ ! by a country in the then position of the United 
States. 

The history of Foreign Investment and its relation to Pro- 
duction is so far an almost untrodden field for the economic 
enquirer. Some sort of impression of the magnitude of the 
forces set at work may be given by the calculation that, before 
the war, British investments in other lands amounted to some 
3,500 millions of pounds sterling, almost one-fourth of the total 
wealth of the United Kingdom,? or by the ‘‘ common belief in 
the City (of London) prior to the war that the annual savings 
of the United Kingdom were then about £400 millions, and were 
devoted half to foreign and half to home investment.” ® 

No one, I hope, will jump to the conclusion that what I am 
maintaining or even desirous of suggesting is that investment 
in other countries is necessarily injurious to the industry of the 
country wherein the capital has been created. I must not be 
supposed to be unaware of the contention that British invest- 
ments abroad may help to provide Britain more cheaply with 
food or materials, or in other ways make foreign lands better 
customers for English goods. - All I desire to make clear is that 
the proposition that all a Government can do by its legislation 
is to affect the application within the country of a predeter- 
mined quantum of capital is not tenable. It can indubitably, 
in some measure, influence, whether wisely or not, the quantum 
either of home-created or of foreign capital, or of both, devoted 
to production in a particular country. 

In cases where there is no hint of protection by means of 
tariffs or subsidies to suggest alarm, this fact that Government 
can affect the quantity of capital employed is generally recog- 
nised. Thus, the desirability of encouraging an influx of foreign 
capital to England was one of the avowed motives of the Patent 
Act of 1907. Four years later it was asserted, apparently on 
official authority, that ‘some fifty firms had commenced, or 
were about to commence, work under the Act, and that the 
new factories involved a total outlay of some £800,000. It was 
hoped that employment would, in this connection, be found for 
7,000 additional men, and that the wages paid to them would 

1 Report, pp. 38, 39. 

2 This results from a comparison of Sir George Paish’s calculation of ‘‘ Great 
Britain’s Capital Investments,” in Jour. Roy. Stat. Soc., LX XIV. p. 187 (1911), 
with the Economist’s calculation of national wealth in Hirst’s chapter added to 


Porter’s Progress of the Nations (1912). 
8 Lavington, The English Capital Market (1921), p. 205. 
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total something like £8,000 per week.” 1 It may well be that 
these estimates were over-sanguine; but it does not seem to 
have occurred to anyone to deny that some attraction of foreign 
capital to England might reasonably be expected to take place, 
and that, so far as it did occur, it would be beneficial to England. 

And one may go a step further. That, under certain circum- 
stances, a tariff might have the effect of causing foreign manu- 
facturers to set up works within the tariff walls has, for some 
time past, been illustrated by numerous and not unimportant 
examples; and English manufacturers have not been deterred 
from yielding to the pressure of foreign tariffs and establishing 
works abroad by any personal views of their own as to Free 
Trade or Protection.2, They have often taken with them a 
nucleus of skilled English workmen. 

But now, in recent years, various Governments have begun 
once more to take notice of the fact that tariffs do, under certain 
circumstances, cause foreign capital to be introduced, and to 
use it as part of the justification of a protective policy. I may 
give two examples. One can get from the Bureau of Commerce 
and Industry of the Commonwealth of Australia a long list of 
“some of the British Manufacturers who have established 
interests in Works and Factories in Australia.”” Among them 
will be found a dozen or more of the best-known English concerns ; 
and the list is headed by the following notes :— 

(1) New names are being added to this list every week, 
and it shows that in the opinion of some of the most progressive 
British manufacturers it will pay to bring plant and skilled 
workers to the raw material in Australia... . 

‘“*(2) The new Australian Tariff is calculated to bring about 
the establishment of every natural and essential industry; and 
as the tariff affords real protection and opens up excellent 
prospects to the efficient, the next few years will see considerable 
industrial progress in Australia.” 

I have no opinion as to the wisdom, in Australian interests, 
of its present tariff. I cite the case simply as showing how 
impossible it is now to speak as if the capital which a country 
can have for its manufactures must always be entirely accumu- 
lated within the country itself.% 


1 Times, March 23, 1911. 

2 Some examples prior to 1903 are collected in my Tariff Problem, p. 77. 

3 This was Sir Robert Giffen’s line of thought as recently as 1877. In his paper 
on Foreign Competition he argues that ‘‘ the amount of capital required to replace 
us even partially is so great that it must take many years for our competitors 
to accumulate any such amount ” (Economic Inquiries and Studies, II. p. 429). 
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The other case is even more significant. The new Irish Free 
State appointed last year a Committee of five Irishmen, of whom 
four were economists, to advise it as to its tariff policy. The 
Committee reported in what, with sufficient accuracy, may be 
called a free-trade direction. But in that report occurred the 
following passage: ‘‘ The more complete the protection afforded 
by a tariff, the greater will be the inducement to outside com- 
petitors to retain their Irish market by coming inside the fiscal 
barrier and establishing factories in the Free State. And in the 
existing condition of industry the expenditure will be undertaken 
by very large industries in the hope of retaining even a small 
fraction of their existing market. . . . The new competitor will, 
it is true, in a sense establish an Irish industry and provide 
employment for Irish workers.” 

All that the Committee find to say, by way of demurrer, 
is that “‘in this case backward Irish industries will be faced 
by a home competition from a highly organised rival quite as 
serious as that from which they have sought to escape.” ! That 
is to say, free trade must be maintained in the interests of 
“ backward Irish industries.” 

A century and a third before, Alexander Hamilton had thought 
it necessary to refer to a like fear of competition with the home 
producer: ‘It is not impossible that there may be persons 
disposed to look with a jealous eye on the introduction of foreign 
capital, as if it were an instrument to deprive our own citizens 
of the profits of our own industry.”’ His own view was different : 
“ Instead of being viewed as a rival, it ought to be considered 
as a most valuable auxiliary;- conducing to put in motion a 
greater quantity of productive labour and a greater portion of 
human enterprise than could exist without it.” ? 

The Government of the Irish Free State seems more inclined 
to follow Hamilton’s lead than to be deterred by the prophecy 
of its Tariff Commission ; for the Minister in charge of the measure 
which has lately been introduced into the Dail for ‘a limited .. . 
experiment in the use of a tariff for the stimulation of Irish 
industry ” * expressly mentioned the expectation of attracting 
capital from outside as one of the motives justifying the new 
departure. Here, again, I had better safeguard myself: as to 
whether a tariff on the particular commodities proposed is wise 


1 Reports of the Fiscal Inquiry Committee, Dublin, 1923, § 126. 

2 Report on Manufactures, p. 39. 

3 Dail Eireann: Parliamentary Debates, April 25, 1924, p. 42 (tobacco, boots, 
confectionery); 70 (jam). Cf. the utterances of other Deputies; 127 (boots); 
130 (tobacco); 155 (soap). 
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for Ireland I am not in a position to have an opinion; nor do I 
know how much non-Irish capital is likely to be attracted in 
these particular cases. I refer to this instance of Ireland simply 
as showing that not only the Irish Government but also its 
Committee of Economists are of opinion that legislation can 
have some influence on the amount of capital employed within 
the country. 

I shall pass to more controversial ground if I refer to recent 
events in Great Britain itself. But it ought to be possible to 
state what, as far as one can make out, are assured facts without 
implying necessarily any opinion as to the policy with which 
they are associated. One is that the Swiss Chemical interests 
have been encouraged to enlarge considerably their plant in 
England since the Dyestuffs (Import Regulation) Act became 
operative in January 1921. The other is that the McKenna 
Duties have led some of the largest foreign manufacturers of 
motor-cars to establish works in Great Britain. They have 
usually begun with the importation of parts, and with merely 
assembling and finishing in Great Britain; yet even for that 
purpose large factories and many workpeople are necessary. 
In one important instance, the manufacture has become almost 
entirely British. That the British preference on imports from 
the Dominions has had the effect of causing a certain transfer 
of American capital to this Dominion is, of course, well known 
to the Canadians in my audience.! 

Perhaps some countries may be the better without imported 
capital and others without exporting it: perhaps the Govern- 
mental measures which influence the movement in either direction 
are ill-advised, and we may sigh for the uncomplicated simplicity 
of the time when every country used only, and used all of, the 
capital it had itself accumulated. But that is not the world 
in which we live. 

7, 8. The next of the generally accepted propositions in the 
sequence we are now considering was this: that while the 
capital and labour within a country were quantities the amount 
of which no Government action could influence, they could 
readily be transferred from one industry to another within a 
country, if their previous employment were taken from them by 

1 As lately as 1887 Lord Farrar will be found arguing that the increase in 
wages paid and persons employed in Canada under its protective policy must 
have been due to “‘ a compulsory and artificial transfer of the labour and capital 
of Canadians from the industries in which they can produce more, to,’ etc. : 


Fair Trade v. Free Trade (4th ed., 1887, p. 63). The investment of foreign 
capital, especially American, in Canada, awaits, I think, its historian. 








1924] A RETROSPECT OF FREE-TRADE DOCTRINE 531 


imports. It is the doctrine of the Internal Transferability of 
capital and labour, as existing conditions rendering free trade 
always beneficial. 

The history of the literary presentation of the idea is sug- 
gestive. Like so much else, it probably came to Smith from 
Hume. Hume, in seeking to remove the alarm lest the “ inter- 
ference’ of our neighbours with any of our staple trades could 
do us great harm, argues that “if the spirit of industry be pre- 
served, it may easily be diverted from one branch to another; 
and the manufacturers of wool, for instance, be employed in 
linen, silk, iron, or any other commodities for which there appears 
to be a demand.” 1 

From this statement Hume would probably not have been 
disposed to draw the sweeping practical conclusions of later 
writers ;? yet here is the transferability idea in germ. Of the 
idea in relation to capital I have already said something. Let 
us fix our attention on labour; for ‘‘ manufacturers” here 
means manual operatives. 

Hume was writing in 1758. The use of coke for smelting 
iron was only just beginning; none of the great inventions in 
the iron and mining industries had yet been introduced : neither 
puddling, nor rolling, nor the steam engine. The only textile 
industry to which “‘ power ”’ had been applied was the relatively 
small silk industry; not one of the revolutionary changes in 
cotton spinning and weaving had been made, and the engineering 
and shipbuilding trades were far in the future. Moreover, 
Hume is specifically referring to “the staple industries ”’ of the 
country; and there may have been some justification in the 
pre-machine age for thinking that—except in the case of highly 
skilled artisan crafts producing luxury goods—labour could 
move pretty easily to and fro. Even so, the ‘“ easy” diversion 
of workpeople from the textile industries to the iron manufacture 
rather suggests a literary man’s unacquaintance with the actual 
conditions of working-class life. 

Adam Smith, twenty years later, thought it necesssary to 
argue the matter more at length. He makes four points. The 
first is, that the soldiers and seamen disbanded at the end of the 
Seven Years’ War were gradually absorbed in the great mass 


1 Essay, Of the Jealousy of Trade. (Reprint, p. 197.) 

2 For he continued to print by the side of this Essay the preceding Essay 
in which he argued that “‘ a Government has great reason to preserve with care 
its people and its manufactures.” 

3 Bk. IV. ch. ii. (II. 43); italics added. 
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of the people and found work in a variety of ways, without 
any ‘sensible disorder,” “‘ though they no doubt suffered some 
inconveniency.” ‘‘'To turn the direction of industry from one 
sort of labour to another ”’ “is surely much easier.”” The second 
is that “‘to the greater part of manufactures there are other 
collateral manufactures of so similar a nature that a workman 
can easily transfer his industry from one of them to another.” 
The third is that “‘ the greater part of such workmen are occasionally 
employed in country labour.’ And finally that, whatever happens, 
there will, in any case, remain the same “stock” or capital in 
the country, and that this will employ an equal number of people 
in some other way. 

Obvious comments may be made on each of these points. 
The use of a term like ‘‘ inconveniency ”’; ! the use of the word 
“easily ” to describe transference even to “ collateral’ manu- 
factures;2 the view that whatever particular home industry 
might be killed by foreign imports, “‘ the capital of the country 
remains the same ’’—a view so increasingly difficult to hold, 
as capital comes to be fixed in a specialised plant; these points 
each suggest some evident reflections.? But it will be enough 
to dwell for a moment on the remarkable argument that “ the 
greater part of workmen in manufactures are occasionally 
employed in country labour.” In the age of “‘ domestic industry,” 
agriculture and manufacture were in truth often combined, in 
various ways, by the same persons or families; though one 
may doubt whether this was true of ‘“ the greater part of work- 
men in manufactures”? in England at the time Smith was 
writing. Need one say that the whole trend of development 
ever since has been away from such a combination, above all in 
England ? 


1 The word is echoed by Fawcett, Free Trade and Protection, p. 9: ‘‘ The 
loss and inconvenience which always accompany the transfer of capital and 
labour from one employment to another.” 

2 Smith did, at any rate, unlike Hume, limit the ease of transference to 
*‘ collateral” manufactures. T. B. Say—who, according to Ricardo, ‘“‘ succeeded 
in placing the science ” of Smith ‘‘ in a more logical and instructive order,” and 
had more influence on English writers than is now remembered—rivals Hume 
in his economic imagination. If, he says, France refuses to take English woollens, 
“England will employ the same capital and the same manual labour in the 
preparation of ardent spirits by the distillation of grain that were before occupied 
in the manufacture of woollens for the French market.’ (1803; English 
translation of 1820.) 

% Smith on the next page recognises that that part of manufacturing capital 
“‘ which is fixed in workhous-s and in the instruments of trade could scarce be 
disposed of without consid able loss.”” He could not foresee how large a part 
this was destined to become. 
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When we come to McCulloch, half a century later, there is an 
unmistakable change in the intellectual atmosphere. This 
country had in the interval entered, first of all the nations, into 
the machine and factory age; and, whether it was owing to that 
cause alone and the consequent cheapness of our commodities, 
or to other causes also, England had for the time a monopoly 
of the most important manufactures. The cotton industry, 
hardly existent in 1776, in 1825 was exporting goods to the 
value of much over 18 millions of pounds sterling. We had 
been, on balance, an iron-importing country; in the last three 
decades, imports had fallen by three-quarters, and exports had 
quadrupled. Accordingly, McCulloch could write quite in the 
strain of Rule, Britannia! Other nations might not be so blest, 
but we should flourish! Whatever ‘“ loss and inconvenience ”’ 
might follow a Free Trade policy “in other countries,” ‘ our 
superiority in the arts is so very great, that only a very incon- 
siderable proportion of our population would be driven from 
the employments now exercised by them by the freest importation 
of foreign products.” + 

Accordingly there was no need to alleviate possible appre- 
hension by invoking the aid of occasional agricultural employ- 
ment. Any residue of doubt could be expeditiously disposed of 
by a piece of abstract argument, showing that, even in the 
improbable contingency that “a few thousand workmen ”’ lost 
their jobs through free imports, no harm would be done. For 
since imports must be paid for by exports, an amount of work 
must be called for to create them, “equivalent ”’ to that dis- 
pensed with. And this doctrine is asserted in its starkest form. 
There is no suggestion that the gain will be to the men already 
in those other trades which will now have larger exports, so that 
the nation would not suffer as a whole ; or that the labourers 
now left idle will ultimately get absorbed. No; nobody is going 
to suffer, even for a short time. ‘“‘ Suppose that, under a system 
of free trade, we imported a considerable portion of silks and 
linens now wholly manufactured at home... . It is obvious 
that such of our artificers as had previously been engaged in our 
silk and linen manufactures, and were thrown out of these 
employments, could immediately obtain employment in the 
manufacture of the products which must be exported as 
equivalents for the foreign silks and linens.” ? 


1 Part II. Sec. II. (Reprint, p. 76.) 
2 In the edition of 1843 (p. 151) for immediately is substituted in future. But 
it is still the discharged artificers themselves who find the equivalent occupation. 
No. 136.—voL. XxXxIV. NN 
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It was not for another half-century that an English economist 
who could get the ear of the public began seriously to consider 
how far the transferability of labour and the transferability of 
capital—which he justly described as “the postulates of ”’ the 
then current “ Political Economy ”—were in fact true.1_ Anyone 
who looks at his Economic Studies? will observe that Bagehot 
gives much more attention to capital than to labour; and that, 
as to labour, he occupies most of his space in demonstrating 
that in earlier times, and to-day in primitive countries, labour is 
not transferable. But, for such a country as England is now, 
he thinks ‘‘no assumption can be better founded.” Labour 
does not flow so quickly from pursuit to pursuit as capital does : 
“but still it moves very quickly.” There are, he grants, even 
at present in England, many limitations to mobility. ‘‘ There 
is a ‘ friction,’ but still it is only a ‘ friction’; its resisting power 
is mostly defeated, and at a first view need not be regarded.” 

Like so much else in actual industrial life the question of the 
extent of the mobility of labour has been subjected to very little 
quantitative investigation. But all who have come into close 
contact with the industrial population of the older countries will 
agree with me in feeling that “friction ”’ is an inadequate and 
misleading term, and that, in any case, it is very necessary to go 
on to a ‘“‘ second view.” Doubtless there is a considerable slow- 


movement mobility—the mobility of a glacier rather than that 
of a stream. It is chiefly exhibited in the inclination of young 
people (or their parents) away from obviously declining trades 
and towards such trades as happen to be within their reach 
where employment is supposed to be good. And then there 


1 Senior, as long before as 1835, had pointed out, with remarkable insight, 
that the mobility of labour was being lessened rather than increased by the 
industrial revolution. ‘‘ The difficulty with which labour is transferred from 
one occupation to another is the principal evil of a high state of civilisation. 
It exists in proportion to the division of labour.” As to capital, he anticipated 
recent writers by pointing out that ‘‘ those costly instruments which form the 
principal part of fixed capital can scarcely ever be applied to any but their 
original purposes. They are employed, therefore, in the same way, long after 
they have ceased to afford average profit on the expense of their construction, 
because a still greater loss would be incurred by attempting to use them in a 
different manner.’’—Political Economy (in the series Encyclopedia Metropolitana), 
reprint of 1854, p. 217. 

The disregard by subsequent writers of what one might suppose suggestive 
observations is curious when contrasted with the readiness with which Senior’s 
Abstinence view of Interest and his sharpening of the Wage Fund idea were 
accepted. It was, perhaps, due to the failure of Senior to make any large 
theoretic use of the observations. And ideas which can be fitted into a prevalent 
general body of thought are more likely to be assimilated than disturbing ones. 

* 1880, p. 21, seq. 
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are occupations—for instance, that of a carpenter—in which 
men can find employment in two or more alternative “ industries,” 
in the wider sense of that word now coming into use—for instance, 
in building proper or in shipbuilding. But the fact seems also 
to be that a workman with definite acquired skill seldom changes 
his occupation in a country like England; and I imagine this is 
the case also in the older countries of Europe. Even unskilled 
men, mere “ labourers,’ seldom leave “the industry ’’—in the 
wide sense of the term—with which they have been associated. 
This is the case even when better-paid and more regular work is 
in fact available in some other occupation: the reasons are to 
be found partly in inertia, partly in attachment to local ties, 
but also quite as much in the need, or supposed need, of acquiring 
new skill, and the difficulty as well as risk of doing so. And 
hence, when men become unemployed, they cling to their own 
trade in the hope of being taken on again, to an extent which 
is inconceivable to middle-class people. Still more is this the 
case when it is short time or lowered remuneration they are 
suffering from. 

Some of the recent developments of industrial organisation 
and legislation in the older countries which most of us regard 
with satisfaction have for their effect to lessen mobility. This 
is the result, for instance, of trade unionism, among more or 
less skilled operatives. The assertion that “‘ trade unions increase 
mobility of labour”! is true as between particular shops and 
particular localities in the same industry: it is the reverse of 
true for adult workpeople who desire to shift from one industry 
to another. To say that certain trade unions do in effect impose 
obstacles to entry upon a trade is not necessarily to condemn 
them : it is but to state a fact. Uner:ployment insurance, again, 
in a country where there are recognised standards of wages, is 
bound, if it recognises a claim to a certain standard on the part 
of unemployed persons, to strengthen the tendency of work- 
people once in a particular trade to stick to it. The National 
Insurance Act of 1920 lays down that a workman is justified 
in demanding unemployment benefit and declining proffered 
employment if that employment is not “ suitable.’ If employ- 
ment is offered in the same district—as will often be the case— 
it can be refused if the rate of wages is lower or the conditions 
less favourable than in the employment in which the workman 
was before ordinarily employed. And there seems to be a 
natural tendency in recent decisions of the courts to allow 


1 Beveridge, Unemployment, p. 105, and Index under TJ’rade Unione. 
NN2 
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specially trained or skilled men and women to refuse unskilled 
work, especially if it could be thought to endanger their return 
to skilled employment. 

The effect which unemployment insurance may well have in 
this respect is more than hinted at in the comments of several 
of the Governments on the definition of unemployment recently 
proposed by a Technical Commission appointed by the Inter- 
national Labour Office at Geneva. That definition ran as follows : 
“Unemployment may be defined as the condition of a worker 
who is both able and willing to work but is unable to find employ- 
ment suitable to his qualifications and reasonable expectations.’ 
The implication of such a clause in a European country is 
indicated in the approving comment of the Government of 
Finland: ‘‘ Skill in a trade and the possibilities of remuneration 
depending thereon generally fix the reasonable expectations of 
a worker.”’ On the other hand, the Governments of new countries 
like Canada and South Africa are unwilling to recognise the 
claim which seems to be involved in “ reasonable expectations.” 
The explanation is that the industrial conditions are in fact 
very different. This is well explained by the Government of 
South Africa: ‘In the Union, with the exception of clearly 
defined trades ... workers do not confine themselves to 
specified occupations, as they do in older countries where 
occupations and industries are more sharply defined or firmly 
established.” 1 

In a work which is among the most outstanding products of 
English economic inquiry in the present century, and which 
has had powerful influence on English legislation, I find the 
sentence: “Adam Smith and his followers were right in 
emphasizing the mobility of labour as the cardinal requirement 
of industry.” In the table of contents this appears as: ‘‘ The 
demand of economists for mobility of labour.” Adam Smith 
and his immediate followers did indeed ‘“‘ demand ”’ it, as itself 
a good thing in the interests of production. Later economists 
have sometimes been more cautious and have “ demanded ”’ it, 
but only as a postulate of their deductive reasonings, without 
committing themselves to an opinion as to its own merits. To 
assume its merits, without sufficient regard to contemporary 
conditions, and to base the establishment of a widespread govern- 


1 Methods of Compiling Statistics of Unemployment. Intern. Labour Office : 
Studies and Reports, Series C. Unemployment No. 7. Geneva, 1922. See 
pp. 9, 10, 11, 16. 

? Beveridge, Unemployment, p. 216. 
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mental organisation upon this one “‘ demand,”’ is likely to lead 
to some disappointment with the results—as has been in the 
case with the British Labour Exchanges. 

When a long-established industry in England has been 
seriously damaged—as has, of course, occurred again and again— 
by changes in foreign tariffs, it has, I think, seldom happened 
that it has entirely disappeared. It may permanently contract 
into narrower dimensions, and in the next generation its place 
in a particular town may be taken by another and newer industry. 
In this case its disappearance will have been attended by an 
amount of suffering and, what is worse, of demoralisation which 
“friction ”’ hardly indicates. Or in another ten years it may 
have obtained new markets in other lands, and its output may 
be as large as ever. In this case we shall be told what an 
admirable thing is freedom in stimulating the enterprise of 
manufacturers and compelling them to improve their methods. 
That it sometimes does both, I do not dream of denying. But 
the deterioration of character which does so easily beset work- 
people during protracted periods of unemployment or under- 
employment is at least as important a fact as the mei of 
the subsequent rebound. 

And there is this to be added, that, just as the old doctrine 
of the national capital exaggerated its fluidity within a country 
when already invested in plant, and minimised its fluidity as 
between countries when newly created, so the doctrine of the 
national labour-force over-estimated its transferability from 
industry to industry within an old country, and overlooked the 
possibility of its transference to the same industry in another 
country. The migration of skilled labour to carry on its old 
occupation in a protected country does not take place on so 
large a scale as the migration of fresh manufacturing capital. 
But it has taken place repeatedly and is taking place now. And 
whether we in England or any other of the older countries view 
the phenomenon with complacency or concern, it presents a 
different picture to our eyes from that which was present either 
to Smith or to McCulloch. 

9. The last of the large ideas which characterised the period 
we are considering is the unique emphasis it laid upon cheapness 
to the consumer as the test of social policy. I shall not go beyond 
Adam Smith for this. I will only quote three well-known passages. 
In the first he says : “ In every country it always is and always 
must be the interest of the great body of the people to buy 
whatever they want of those who sell it cheapest. The proposition 
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is so very manifest that it seems ridiculous to take any pains 
to prove it.” } 

In the second, with the same crushing air of certitude: ‘‘ Con- 
sumption is the sole end and purpose of all production; and the 
interest of the producer ought to be attended to, only so far as 
it may be necessary for promoting that of the consumer. The 
maxim is so perfectly self-evident, that it would be absurd to 
attempt to prove it.” ? 

The third passage is a compact summary of the system he 
founded. It is that in which he speaks, as it were in passing, of 
“the cheapness of consumption and the encouragement given 
to production’ as “ precisely the two objects which it is the 
great business of political economy to promote.” ® 

I remember, when I was at Harvard, going, in the company 
of Francis Walker, to dine at the house of Edward Atkinson. 
None could know Atkinson without liking him; and we had 
personal reasons that evening for being irterested in “ the 
Atkinson cooker.”’ But all I remember of the economic dis- 
cussion which followed the repast was Walker’s snort of speech- 
less protest when Atkinson explained that to buy in the cheapest 
market and sell in the dearest was to carry out the Golden Rule. 
I thought it was only a playful extravagance on Atkinson’s part, 
but original. I had not read my Cobden then as I have since had 
occasion to do. I did not know that the identification which 
startled Walker out of his politeness forms the concluding 
paragraph of one of Cobden’s great speeches. I had forgotten, 
also, that moving passage in one of his pamphlets in which 
Cobden declared that, in place of many of the glittering mottoes 
of our forefathers, ‘‘ we must substitute the more homely and 
enduring maxim—cheapness, which will command commerce ; 
and whatever else is needful will follow in its train.” § 

Some of the criticisms one comes across of Cobden are, one 
must confess, a little hasty. As the organiser of the first Faculty 
of Commerce in a British University, I should be the last to 
deny the vast importance of Price. And I by no means suppose 
that all the pleas for particular tariffs in order to keep up the 
workmen’s standard of living have been well founded. All that 
I wish to say, after such a survey of a past period as we have 
been engaged upon, is that economic life has ceased to be as 
simple, if it ever were as simple, as those two great men, Adam 

1 Wealth of Nations, Bk. IV. ch. iii. (II. 68.) 


? Bk. IV. ch. viii. (II. 244.) ° Bk. V.ch.i. (II. 333.) 
‘ Feb. 27, 1846. 5 Russia (1836), in Political Writings, p. 125. 
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Smith and Cobden, seemed to think it. It has not been so clear 
to the last half-century as it was to them that human well- 
being can be achieved by the application of one symmetrical 
cycle of principles. By the whole current of its industrial 
legislation the civilised world has protested against the all- 
sufficiency of cheapness. It has now embarked upon the double 
task of making a Living Wage a first charge upon the com- 
munity and of giving Security a larger place in industrial life. 
This will be a harder business than to abolish old and often 
outworn restrictions on “ natural liberty.’’ Society has been so 
sorely disappointed in the hope that, if it sought first cheapness, 
all other needful things, like social peace, would be added to it, 
that it is in the mood to “ explore other avenues,’’ as the phrase 
goes—avenues as yet imperfectly charted. 
WILLIAM ASHLEY 











THE ECONOMICS OF THE DAWES REPORT AND THE 
LONDON AGREEMENT 


I 


TuE production of the Dawes Report marks an epoch in the 
history of the reparations problem. To Mr. Secretary Hughes 
belongs the credit of making an official proposal in December 
1922 that a Conference should be held with American participation 
to discuss Germany’s capacity to pay. This suggestion was later 
taken up by the German Government, which offered in its Notes 
of May 2 and June 7, 1923, to refer the whole reparations question 
to an impartial tribunal and to accept its proposals as to the 
amount and method of payment. Finally, on November 30, 
1923, the Reparation Commission appointed a Committee of 
Allied experts “‘ to consider the means of balancing the Budget 
and the measures to be taken to stabilise the currency.” In 
drawing up its Report the Committee understood its terms of 
reference to mean the devising of a comprehensive plan by which 
the maximum amount of reparations could be extracted from 
Germany over a long period without involving inflation and the 
depreciation of the currency. The Report of the Dawes Com- 
mittee was presented on April 9, 1924, and was unanimous. 
The signatories included in their Report the recommendation 
that the whole scheme should be adopted en bloc, and they 
declined to be responsible for any consequences that might arise 
if any important part of their proposals was tampered with. A 
Conference of the Allied and German Governments was held in 
London at the end of July, and the Dawes Scheme, with a few 
relatively unimportant modifications, was embodied in the 
Agreement of London, which was signed on August 30, 1924, 
and was soon afterwards ratified by all the Powers concerned. 

The Agreement of London modifies profoundly the Repara- 
tions and Sanctions clauses of the Treaty of Versailles and takes 
from the Reparation Commission a great deal of its powers and 
functions under the Treaty. 

(1) Certain annual payments are prescribed which Germany 
must raise in gold marks. In the first year, October 1924 to 
October 1925, these sums amount to 1,000 million gold marks 
(£50,000,000 gold), in the second year to 1,220 million marks 
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(£61,000,000), in the third year to 1,200 million marks 
(£60,000,000), in the fourth year to 1,750 million marks 
(£87,500,000), in the fifth year, 1928 to 1929, to 2,500 million 
marks (£125,000,000). The payments in the third and fourth 
years can be modified to the extent of one-third upwards or 
downwards according to the yield of the German taxes allocated 
to Reparations account. The fifth year is regarded as a normal 
year, and the £125,000,000 to be paid in that year represents 
the annual sum to be paid in succeeding years. This is a maxi- 
mum sum, but it may possibly be exceeded if, as a result of an 
elaborately constructed index-number of prosperity, it appears 
that the wealth and taxable capacity of Germany have increased 
so that larger payments can be forthcoming without any greater 
burden. Further, if the commodity value of gold rises or falls 
by more than 10 per cent. the figure of £125,000,000 is to be 
adjusted proportionately. A very important practical modi- 
fication of the Treaty of Versailles is the provision that the 
above annual sums are inclusive payments—. e. they comprise 
the total value of all payments made by Germany on Reparations 
account in any one year, with the exception of any capital sums 
which may be raised to liquidate the annual payments. Thus 
the annual sums include the costs of the Armies of Occupation, 
and of the various Commissions of Control, the values of pay- 
ments in kind, Clearing House operations, and in general all 
charges payable by Germany under the Treaty of Versailles. 
This provision, to which the French Delegation only agreed 
with great reluctance, is clearly of the utmost importance for 
the success of the scheme. 

(2) Germany’s financial liabilities under the scheme are 
measured in gold marks. The direct responsibility of the German 
Government for the payment of reparations is ended when the 
sums laid down to be raised in a given year have been handed 
over in marks to the Agent-General for Reparation Payments 
for deposit in the Reichsbank. Out of the sums thus deposited 
to the credit of the Allies the costs of the Armies of Occupation 
and of the deliveries in kind and other costs payable in marks 
will be met. The balance, if any, will then be available for direct 
payments in cash to the Allied Governments. The task of 
purchasing foreign currencies with the marks is entrusted to an 
Allied Transfer Committee, subject to the explicit proviso that 
the stability of the mark, 7. e. its value in terms of gold, shall 
not thereby be endangered. Any sums which it is not possible 
to exchange into foreign currencies are to accumulate and are 
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to be held by the Agent-General for Reparations partly in the 
form of short loan money and partly invested in industrial 
debentures, mortgage bond and similar securities. If the accumu- 
lated funds reach a limit of five milliard marks (£250,000,000 
gold), the annual contributions from the Budget are to be reduced 
so as not to exceed the amount actually withdrawn each year. 

(3) Since the financial liabilities of the German Government 
for reparations are liabilities in marks only, the Allies have the 
greatest possible interest in preventing any depreciation in the 
external value of the mark. The scheme, therefore, provides 
for the reorganisation of the Reichsbank, which will have the 
exclusive right to issue paper money for the period of its Charter 
(fifty years). The notes of the Bank are to be redeemable as 
soon as possible in gold, and in the meantime are to be kept 
stable in value in relation to gold. While the direct adminis- 
tration of the Bank is in the hands of a German President and 
a German Managing Board, a new body is created entitled the 
General Board, consisting of seven Germans and seven foreigners 
(including one Dutch and one Swiss subject). This General 
Board has wide functions of control and supervision in regard 
to the organisation and operations of the Bank in all matters 
which might affect the interests of the creditor nations. More- 
over, one of the foreign members, to be known as the “ Com- 
missioner,’ is responsible for seeing that there is no infringe- 
ment of the provisions relative to the issuance of notes and 
the maintenance of the Bank’s reserves. 

(4) A partial moratorium is afforded to enable Germany to 
get her public finances into order and to balance her Budget. 
During the first year of the operation of the scheme (1924-5) 
the ordinary Budget is not (in theory) burdened with any charges 
for reparation payment. A loan of £40,000,000 1 gold is advanced 
by the Allies to Germany, out of which she must provide neces- 
sary reserves for her note issue, and part of which she can use 
to finance internal payments (Armies of Occupation, payments in 
kind, etc.) on Reparation account during the first year. Both 
the £50,000,000 in 1924-5 and the £61,000,000 in 1925-6, which 
represent Germany’s liabilities in the first two years of the scheme, 
are to be spent almost entirely on internal payments. 

(5) The London Agreement goes beyond the Treaty of Ver- 
sailles in providing for the setting up of a comprehensive system 


1 This loan was successfully floated in October 1922, being issued at 92 and 
bearing interest at 7 per cent. The loan was heavily over-subscribed in all 
the issuing countries. 
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of financial controls inside Germany. Firstly, the German 
railways play a very important role in the financial side of the 
scheme, and to ensure that their policy is governed primarily 
by revenue considerations, without reference to the industrial 
and commercial policy of the German Government, the railways 
are transformed from a State undertaking to a Company with a 
capital in marks equivalerit to £1,300,000,000 gold, of which 
£550,000,000 are Reparation Bonds bearing in a normal year 
5 per cent. interest with 1 per cent. sinking fund. The interests 
of Germany’s creditors are safeguarded by the appointment of 
a Trustee for the bond-holders, and of a Railway Commissioner 
who has a general right of inspection over the whole railway 
system. It is laid down in Annex III of the Dawes Report that 
‘if payment on the agreed scale failed to be reached, or even 
if there was serious danger that this failure would occur in the 
immediate future, the Commissioner, as the representative of 
the Allies, should be entitled to enter into full control [of the 
railways].” Further, out of the eighteen members of the 
Managing Board of the railways, one-half are appointed by the 
Trustee for the bond-holders, of whom four are foreigners and 
five Germans. The General Manager is a German. Secondly, 
the Reichsbank is reorganised with an important measure of 
Allied control and a Commissioner, as described above. Thirdly, 
the taxes on customs, alcohol, tobacco, beer and sugar are 
assigned to, and are under the control of, Germany’s creditors, 
acting through a Commissioner of Controlled Revenues appointed 
by the Reparation Commission. Finally, there is the Agent for 
Reparation Payments, who is Chairman of the Transfer Com- 
mittee and who is responsible for co-ordinating the activities of 
the three Commissioners of railways, the Bank and the Controlled 
Revenues. 

(6) The Dawes Report reaffirms the principle laid down in 
the Treaty of Versailles, that the burden of taxation in Germany 
should be at least as heavy as in any of the Allied countries, and 
bases indeed a large part of its plan on the fact that, inflation 
having destroyed the whole of the German Public Debt, including 
the War Debt, the German Budget can fairly and reasonably be 
charged with moderate annual sums for the benefit of the Allies. 
A new consideration, however, is introduced by the statement 
that ‘‘ The Committee is confident that it lies within the power 
of the German people to respond to the burdens imposed by the 
plan without impairing a standard of living comparable to that 
of the Allied countries and their neighbours in Europe, who are 
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likewise subject to heavy burdens, largely resulting from the 
catastrophe of the war.’’ No provision, however, is made in 
the scheme in the event of the expectations of the Committee in 
this respect proving to be ill-grounded. 

(7) An Arbitral Commission consisting of “‘ three independent 
and impartial arbitrators,” whose Chairman must be a citizen 
of the United States, is provided for by the London Agreement. 
This Commission is empowered, subject to the limits fixed by 
the Transfer Committee, to draw up programmes for the delivery 
of goods (payments in kind). These deliveries are not subject, 
either as regards the nature of the products or their amount, to 
the limitations fixed by the Treaty of Versailles. But “‘ they 
shall be fixed with due regard to the possibilities of production 
in Germany, to the position of the supplies of raw materials and 
to her domestic requirements in so far as is necessary for the 
maintenance of her social and economic life, and also with due 
regard to the limitations set out in the Experts’ Report.” 

(8) Elaborate provisions are made both in the Experts’ 
Report and in the London Agreement for arbitration on almost 
all points where disputes could arise as to the execution of this 
scheme. In any deliberations by the Reparation Commission 
on questions arising out of the Dawes Plan, a citizen of the 
United States of America will take part in the discussions with 
full voting power. The Reparation Commission retains the 
power of declaring Germany to be in default of any of her 
obligations under the Treaty of Versailles as amended by the 
London Agreement, but— 


(a) It must be established that such default has been caused 
by “flagrant failure to fulfil the conditions imposed 
by common agreement,” i.e. it must be a case of 
** wilful default ”’ ; 

(6) In the event of an application to declare Germany in 
default being either granted or rejected by a majority 
vote of the Reparation Commission, any member who 
has participated in the vote may appeal from the 
decision to an Arbitral Commission composed of three 
impartial and independent persons whose decision is 
final. 


(9) The proposals of the Dawes Report are based on the 
condition that the fiscal and economic unity of German territory 
are as defined by the Treaty of Versailles. This condition the 
French and Belgian Governments had fulfilled by October 28, 
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1924, though by the London Agreement the handing over of the 
railways operated by the Franco-Belgian régie to the new German 
Railway Company need not be fully completed before December 7, 
1924. 


II 


What are the problems which confront Germany and the 
rest of the world as a result of the adoption of the experts’ 
proposals ? 

The essence of the matter is contained in three questions : 


(1) How is Germany to raise the revenue necessary for placing 
the allotted sums in marks to the credit of the Agent 
for Reparations at the Reichsbank ? 

(2) How far and by what means will it be possible to transfer 
the revenue raised inside Germany on Reparation 
account to foreign countries ? 

(3) How are the Allied countries going to absorb such pay- 
ments as are, in fact, made across Germany’s borders ? 


There is, then, firstly, the problem of the Budget surplus; 
secondly, the problem of the export surplus, and thirdly, the 
problem of the import surplus?! :— 


(1) The Budget Surplus. 


The following table shows the way in which the Experts’ 
Report proposes that the annual sums shall be raised +:— 






































From the Railways. 
Interest 
From the " on External 
Budget. rnd Transport | Sale of | Industrial] Loan. ae 
& gold.) | paiwa: Ta Preference] Bonds. | (€gold.) | 84 
Bonde’ (£ gol 1d.) Shares. | (£ gold.) 
( gold.) & gold.) 
Ist Year (1924-5) a 10,900,000 wea aa on 40,900,000} 50,000,000 
2nd Year (1925-6) — $j ,8:300,000 | 112,500,000] 12,500,000] 6,250,000} — 61,000,000 
3rd Year (1926-7) 5 500 000 27;500:000 14,500,000 “= 12,500,000 — 60,000,000 
4th Year (1927~8) | 25 000 000] 33,000,000} 14,500,000 ~- 15,000,000 = 87,500,000 
5th Year (1928-9) 2,500,000 | 33,000,000 | 14,500,000 -- 15,000,000 _ 125,000,000 
and following years 
1 These payments are all in marks, which have for convenience been co ne here (as through- 


out this article) into English pounds at the nominal gold equivalent of 20 marks = 


It will be seen that nominally no revenue is to be drawn 
from the ordinary Budget during the first two years. But in 
the first year at least it would seem inevitable that a share will 
have to be contributed by the Budget, because a considerable, 
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and possibly the major part of the external loan of £40,000,000 
will have to be held abroad as a backing for the currency, and 
will not, therefore, be available for financing the cost of the 
Armies of Occupation, deliveries in kind, Reparation Recovery 
Acts, etc. It is the view of some writers, and notably of Mr. 
Keynes, that the weakest point of the whole plan is the absence 
of a complete moratorium of all payments during the first two 
or three years, and that there is a danger that the scheme may 
break down at its outset. The fact that it will be impossible, 
owing to the abnormal condition prevailing in 1923, to assess 
the income tax on a proper basis until 1925 is a special point of 
weakness in the financial position for 1924-5. In the second 
year of operation as much as £42,000,000 is to be drawn from 
the railways alone, and it is assumed that £12,500,000 will be 
obtained by the sale of railway preference shares to the public. 
It is impossible to avoid the conclusion that the experts who 
drew up the railway section of the Report have been extremely 
optimistic in their forecasts of revenue, which are based on the 
dual assumption of higher rates for passengers and goods carried 
and no falling off in the volume of traffic. It is further assumed 
that in 1925 the railways, including those of the Ruhr, will be 
working at practically their full normal efficiency. Any deficit 
in the payments from the railways will have to be met, if at all, out 
of the Budget or conceivably out of an internal loan. How far 
the Budget could stand a drain in this interim period is a matter 
of doubt. The German Government estimated to the Committee 
of Experts that, provided there was complete fiscal and economic 
unity, its revenue in 1924-5 would be £263,700,000 and its 
expenditure, allowing £32,000,000 for payments arising out of 
the Treaty of Versailles, £285,600,000, or a deficit of £21,900,000. 
It is impossible to improvise new taxes at a moment’s notice, 
and their effect in producing additional revenue requires time. 
At the present moment trade conditions in Germany are by no 
means good, unemployment has been considerable during recent 
months, and industry and commerce are seriously hampered 
by the shortage of liquid capital and the scarcity and cost 
of credit. It must be admitted, therefore, that there is a real 
risk, though by no means a certainty, that the prescribed pay- 
ments in marks may not be able to be raised during the first 
two years without involving either a Budget deficit or an intoler- 
able curtailment of the normal expenditure of the German 
Government. There is no reason, however, why a partial default 
in the first two years should necessarily involve the breakdown 
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of the whole scheme, for it may be decided by the Reparation 
Commission, or alternatively by the independent Arbitral 
Commission, that the default was unavoidable and was not due 
to any mala fides on the part of Germany. 

The third and fourth years of the plan are termed in the 
Report the ‘‘ Transition Period.”’ In the third year the liabilities 
of Germany remain at £60,000,000, while in the fourth year they 
rise to £87,500,000, but each of these totals is subject to a con- 
tingent addition or reduction of £12,500,000 according as the 
aggregate controlled revenues (customs, alcohol, etc.) exceed or 
fall short of £50,000,000 in 1926—7 or £62,500,000 in 1928. In 
1926-7 the Budget, apart from the Transport Tax, contributes 
£5,500,000, and in 1927-8 £25,000,000. The increase in total 
liabilities in these two years is clearly not very drastic as compared 
with those for the first two years. 

Finally, in the fifth or “ normal” year (1928-9) there is a 
big increase up to the mark equivalent of £125,000,000 gold per 
annum, which is not quite 50 per cent. of the estimated Budget 
revenues for 1924. In the “ normal” years the railways pay 
£47,500,000, industry £15,000,000 and the Budget £65,000,000. 
In considering Germany’s capacity to raise this sum in marks 
it must be remembered that the whole of Germany’s pre-war 
and war debt has been wiped out by inflation.1_ (For purposes 
of comparison, the payment for interest and sinking fund on the 
British debt amounts to about £300,000,000, which is more than 
the whole estimated German Budget for 1924.) The fact, how- 
ever, that the German payments, whether held in Germany or 
used to finance deliveries abroad, are essentially foreign liabilities 
and as such not liable to German taxation, is of importance. 
Whether a debt is internal or external has, of course, a con- 
siderable bearing on the taxable capacity of a country. More- 
over, the payments from industry and the railways represent a 
subtraction of sums which would otherwise be available for the 
German Budget. On the other hand, the railways, which play 
so great a role in the scheme, have shown large deficits during 
the post-war years, and their revenues have only just balanced 
their expenditure during the first half of 1924, so that there has 


1 It is a strange irony that the ill-conceived and fundamentally unsound 
reparations policy of the French should, by its incidental effect in bringing about 
the collapse of the mark, have done more than other methods could have 
accomplished to make the payment of reparations financially possible. With 
the war debt at its full value it is almost inconceivable that additional levies 
amounting to £125,000,000 could have been imposed on Germany, as the tax 
burden in that case would have become quite intolerable. 
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been no question hitherto of the Budget receiving any net income 
from the railways. When all allowances have been made and 
account taken of the possibility that the Budget may have to 
be drawn on to supplement the possibly unduly high quota of 
the railways, it does not appear on the face of it unreasonable to 
expect that (assuming it to be possible to weather the first few 
years of the plan) annual sums amounting to £125,000,000 could 
be raised subsequently by Germany, in addition to her normal 
and necessary State expenditure. The German tax system was 
notoriously inadequate during the war, and such as it was it 
broke down almost completely during the inflation period. Now 
with stable currency conditions, and under the strong and, up 
to a point, the salutary pressure imposed by the Dawes Scheme, 
it should be possible to effect a thorough-going reform and 
reconstruction of German finances. In the past the burden of 
taxation has been very inequitably distributed in Germany. 
The income tax, in particular, has fallen almost entirely on the 
salaried and wage-earning classes, while, on the other hand, 
relatively little revenue has been obtained from the great 
“ Juxury ” articles—beer, tobacco and alcohol, from which alone 
in England, with a somewhat similar per capita consumption, an 
annual revenue of more than £200,000,000 is derived. There is 
no inherent necessity for the wage-earning classes and the bulk 
of the population to be reduced to a state of misery and abject 
poverty merely as a result of the financial burdens under the 
Dawes Scheme. In view of the great productivity and elasticity 
of a properly devised system of direct taxation combined with 
heavy rates on a few articles of wide consumption, five years 
should not prove too short a period in which to carry out the 
necessary reforms required to give effect to the proposals of the 
Report, so far as internal payments are concerned. That there 
is only a partial moratorium during this period is an unfavourable 
factor but not necessarily a decisive one. 

How far the necessary psychological conditions exist to enable 
thorough-going measures of tax reform to be taken is indeed 
uncertain. It remains also to be seen whether the system of 
controls functions efficiently and without friction. A regrettable, 
though under the circumstances perhaps an unavoidable, feature 
of the Report is the Index of Prosperity, which, though likely to 
remain only on paper, is calculated by the mere threat of its 
existence to weaken the incentive of the German people to 
promote industrial progress and create a surplus out of which 
reparation payments might be made. 
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(2) The Export Surplus 


The costs of the Armies of Occupation and of the various 
Commissions set up under the London Agreement are a burden 
solely on the internal finances of Germany, while the financing 
of payments in kind is also a mark operation and does not involve 
any purchase of foreign currencies. It is impossible at present 
to say how large these internal liabilities in marks will be, as 
their total depends on the programmes to be drawn up by the 
Reparation Commission in agreement with the Transfer Com- 
mittee. The Experts’ Report assumes that from £50,000,000 to 
£60,000,000 (the sums due in the first two years) will be spent 
almost entirely inside Germany. In a normal year, then, a sum 
of from £60,000,000 to £65,000,000 (making up £125,000,000 in 
all) will be the probable maximum ! requiring to be transferred 
abroad in cash, unless indeed the costs of the Armies of Occupa- 
tion, amounting to £18,000,000 in 1924, are considerably reduced. 
How far can such a transfer be regarded as coming within reason- 
able bounds of possibility, in view of the large slice already 
taken out of the export surplus by the payments in kind ? 

The argument from pre-war conditions is here an unsafe 
one. Messrs. Moulton and McGuire, for example, in their book 
on Germany’s Capacity to Pay, have estimated that the average 
annual surplus of Germany’s total exports above her necessary 
imports available for foreign investment amounted for the twenty 
years preceding 1914 to £20,000,000. It is possible that for the 
last year or two before the war the foreign investments may 
have reached as high a figure as £40,000,000 to £50,000,000. It 
is easy to go on from this to the next stage and to point out that 
these figures relate to pre-war Germany in pre-war Europe. 
Germany’s territories were then intact, her mercantile fleet and 
commercial organisation in a high state of efficiency, and her 
commerce with the Russian and Austro-Hungarian Empires a 
vital factor in her international trade. Conditions in all these 
respects have since altered much for the worse. Further, the 
great shortage of liquid capital in Germany and the inelasticity 
of the provisions under the London Agreement for the issue of 


1 This assumes that the Experts are right in their estimate that, including 
costs of the Armies of Occupation, Reparation Recovery Acts and payments 
in kind, as much as £60,000,000 can be spent inside Germany. The chief pay- 
ment in kind is necessarily coal, and the inducement to France to accept delivery 
of coal is lessened by the fact that she must now pay the full economic price 
for German reparation coal, while if she takes large quantities of coal it will 
be her Allies who will get most of the cash. 
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currency and the holding of reserves by the Reichsbank con- 
stitute an important additional hindrance to trade and industry. 
From these undeniable facts the conclusion is drawn a fortiori 
that a larger export surplus than pre-war is unthinkable. But 
this reasoning is fallacious, and the real conclusion to be drawn 
is a different one, viz. that the total productive capacity of 
Germany is reduced by the above conditions, though some account 
must also be taken of the increase of capital equipment of German 
industry since the war. The arguments of Messrs. Moulton and 
McGuire ignore the essential fact that £125,000,000 will have to 
be raised annually by taxation inside Germany, which alters 
the whole situation. The purchasing power of the German 
people both for their own products and for imports will be reduced 
pro tanto, with the result that the labour and capital previously 
devoted to satisfying this part of their needs will be set free to 
work for the export trade, which indeed will be the only market 
then available. The exporters will be remunerated, not as 
hitherto out of the proceeds of the sales of imports, but out of 
taxation levied in Germany. The export surplus could also be 
increased by the imposition of heavy import duties on luxuries 
and on foreign manufactures in general. But the course of the 
negotiations in progress between Germany and England and 
France for the conclusion of commercial treaties shows that this 
is precisely what the latter countries are concerned to prevent. 
They want Germany as a large import market, though at the 
same time they want reparations in cash—two mutually incom- 
patible aims under present conditions. If the German exchange 
were allowed to depreciate as a result of pressure on the exchange 
market owing to the purchase of foreign currencies, a disparity 
would be created between the internal and external purchasing 
power of the mark which would act both as a check on imports 
and a stimulus to exports. But the whole Dawes Scheme is 
based on the assumption that the exchange shall be maintained 
at parity with gold, and therefore the transfer of funds over 
Germany’s borders must be limited to the real export surplus 
available at any time. 


1 In the definitive constitution of the new Reichsbank the recommendations 
of the Dawes Report are modified in one important respect. The scheme 
provided for a reserve of 33} per cent. against its note issue and 12 per cent. 
against its deposits to be held either in the form of gold or of foreign demand 
deposits. The Reichsbank is now required to keep a total reserve of 40 per 
cent. against its note issue only, of which }? must be gold. In consequence of 
this regrettable change Germany is now importing gold from America, thus 
retarding her recovery and her power of paying reparations. 
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What has been said above shows that the possible export 
surplus is certainly greater, relatively, than any pre-war criterion 
would indicate, because such a criterion takes no account of the 
fact that the internal purchasing power of the German people 
will in future be diminished by £125,000,000. How much can 
be remitted abroad will depend, partly upon the success with 
which capital and labour in Germany can be transferred to 
export industries, partly upon the elasticity of the world’s demand 
for the products of these industries, and partly upon the margin 
of productive capacity available for meeting the needs of the 
German people and for maintaining health and efficiency. It 
should be noted that the payments in kind (principally coal) 
constitute a part of Germany’s export surplus indistinguishable 
from the rest. But the forced exportation, in particular of coal, 
by reducing the productive capacity of Germany as a whole, is 
highly injurious to the prospects of obtaining large reparation 
payments, and is thus specially detrimental to the interests of 
England. Any attempt to estimate how great the surplus will 
be is impracticable owing to the lack of data on which to base 
such an estimate. It may, however, be hazarded that the sum 
laid down of £125,000,000 is well outside any reasonable likelihood. 
The actual surplus realised may turn out to be much less than 
the amount which would be theoretically possible. A possible 
flaw in the Dawes plan lies in the fact that the Reichsbank, 
through its control of the discount rate and by its general lending 
policy, can to a large extent determine the level of prices in 
Germany and thereby the level of the exchanges. The Allied 
control over this policy is not very direct and may in practice 
prove ineffectual. Hence the rigid (and necessary) insistence in 
the Report on the need for maintaining a stable exchange, as a 
condition of any operations on the part of the Transfer Com- 
mittee, may necessitate the confining of reparation payments 
almost if not entirely to meeting mark liabilities inside Germany, 
with the result that no payments in cash can be made. 

An interesting calculation is forthcoming if we make the 
arbitrary assumption that, from the “normal” year 1928-9 
onwards, it is possible to expend for reparation purposes the 
sum of £75,000,000 out of the £125,000,000 to be raised annually 
in marks. Of this sum, say, £60,000,000 would be spent on 
internal charges, including payment in kind, and £15,000,000 
paid in cash, leaving a total of £50,000,000 unspent each year. 
By the end of five years then, or not later than 1934, a sum of 
£250,000,000 would have accumulated to the credit of the Allies 
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inside Germany.! At that moment, under the scheme the 
annual liabilities of Germany must be reduced to £75,000,000 
and kept at that figure unless and until the export surplus of 
Germany subsequently increases. The annual balance of 
£50,000,000 would now be available either for the remission of 
taxation or for other purposes. In particular it could be used 
for solving what is at present one of Germany’s knottiest and 
most fiercely contested problems—that of “‘ Aufwertung ’”’—1. e. 
the resumption of interest payments on a part of the pre-inflation 
public debt which has a nominal value of £3,000 to £4,000 
millions. It must be repeated that the above calculation is 
purely arbitrary and hypothetical. At the same time it is by 
no means certain that even as much as £75,000,000 could, in 
fact, be used for actual reparation payments without endangering 
the stability of the mark. It is possible that the “ satiation 
point ’” may be reached within less than ten years of the present 
date. It should be noted that by Annex VI of the Dawes Report, 
the Transfer Committee is empowered ‘‘ to suspend accumulation 
before reaching five milliard gold marks, if two-thirds of its 
members are of the opinion that such accumulation is a menace 
to the fiscal or economic situation in Germany or to the interests 
of the creditor countries.”” The importance and significance of 
the provisions relating to the accumulation of marks on Allied 
account in Germany have been insufficiently appreciated by 
German critics of the Dawes Plan. 


(3) The Import Surplus 


Any export surplus on Germany’s side necessarily involves an 
import surplus on the side of the receiving countries, 7. e. goods 
are received which would otherwise either not have come at all 
or which would have had to be paid for by exports. All that 
part of Germany’s payments which is spent inside Germany, 
e.g. in maintaining the Armies of Occupation or in paying the 
costs of Commissions, etc., set up under the scheme, clearly does 
not affect this side of the question. On the other hand, payments 
in kind and in cash resulting from the export of goods and services 
involve the receipt of imports without any corresponding payment 
of exports. In the long run, regarded purely from an economic 
standpoint, this is clearly advantageous to the inhabitants of 


1 In actual fact it is probable that part of the money collected in Germany 
during the first four years of operation of the scheme will be in excess of what 
can be remitted abroad, with the result that accumulation will begin at an 
earlier date than that suggested above. 
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the countries receiving the goods, whose real incomes are increased 
by precisely the amount of reparations obtained. Although 
some of the export industries will suffer from the diminution of 
their foreign markets, the growth of the total income, which will 
be expressed either by a lowering of taxation or the increased 
spending power of the Governments, will increase the demand of 
the home markets. Thus-the displaced capital and labour in 
the export industries will turn to the production of goods for 
internal consumption. During the interim period, before the 
readjustment of resources has been carried through, there will be 
a state of depression and some unemployment in the export 
industries chiefly affected. But the process of reorganisation 
should be facilitated to an important degree by the accompanying 
prosperity of industries working for the home market, as a result 
of the growth of total purchasing power. Even the export 
industries are likely to be less affected than is often believed, for 
world trade has not yet recovered its pre-war dimensions and 
British capital exports in particular are considerably less than 
they were formerly. By no means all German exports compete 
directly with British exports, and with a reasonable revival in 
international trade after the prolonged post-war depression, 
there is no reason to assume that exports of British goods should 
necessarily be contracted in proportion to the expansion of 
German exports. 

A consideration of some importance for England is the fact 
that she is only entitled to 22 per cent. of the total reparation 
payments. As a great exporting country she will be affected 
more seriously than France, which will be able to receive the 
payments made in kind by Germany and re-sell them in British 
markets. The fear of the British miners of the effects of the 
sale of German reparation coal on their wages and employment 
would appear to have some justification, so long, at least, as 
world trade and industry does not greatly revive. The dis- 
turbing effects of such payments in kind, and of reparations in 
general, on British industries would in the long run be counter- 
acted if France were to make equivalent payments to England 
for the service of her external debt. 

An interesting question is raised by the problem of what will 
happen when reparation payments finally cease. The suddenness 
of the change is likely to be diminished by the provision in the 
Dawes Scheme for the capitalisation of some of the annual 
payments. It is evident that the cessation of the receipt of 
reparations will compel the receiving countries to increase their 
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exports if they wish to continue to obtain goods previously 
imported on reparation account. But the change-over will be 
rendered gradual by German repayments of capital sums borrowed 
from citizens of Allied countries during the reparation period 
when capital will be scarce in Germany and rates of interest 
high, and when the opportunities for investment will be attrac- 
tive to foreign lenders. These repayments Germany will be in 
a position to make when the reparation liabilities have come to 
an end, 


III 


It is difficult to state more than very tentative conclusions 
as to the operation of the London Agreement and its economic 
consequences for Germany and the Allied countries. So far as 
the internal finances of Germany are concerned, the most critical 
period will be the next two or three years, when large sums have 
to be raised, before the financial reconstruction of the country 
after the debauch of inflation can possibly be carried out. Here 
much will depend upon the wisdom and elasticity of the policy 
pursued by the different Allied control bodies. If the Dawes 
Scheme survives the initial period, and if the German people will 
allow themselves to be taxed to the necessary degree to pay a foreign 
tribute for an indefinite period, it should prove possible for the 
annual sums contemplated in the scheme to be raised in marks 
out of the Budget and other sources of income. 

The chief financial interest of the Allies, however, lies not in 
obtaining vast quantities of marks in Germany, but in getting 
cash or its equivalent in their own countries in one form or another. 
The view has been expressed above that the transfer of sub- 
stantial quantities of wealth from Germany to the Allied countries 
is, it is true, theoretically possible, but it would be very rash to 
assume that any large sums will actually be forthcoming in cash 
over and above what can be delivered in the form of payments 
in kind. In fact, if the programmes of deliveries in kind are not 
very carefully handled they may render impossible any further 
export surplus. In practice, the constitution of the Transfer 
Committee, with its responsibility for buying foreign currencies 
only to an extent compatible with the stability of the exchange, 
is likely to prove the supreme safety-valve of the whole scheme. 

Lastly, the fears that world markets will be flooded shortly 
with cheap German goods as a result of reparations are seen to 
be greatly exaggerated. There will undoubtedly be a growth 
of German competition in foreign markets, but there is still a 

















1924] THE ECONOMICS OF THE DAWES REPORT 555 


long way to go even now before German exports reach their 
pre-war level. One of the evil effects of war is to shut out foreign 
competition while it lasts and to cause an unwholesome dread 
of its return when war is over. The revival of trade should 
make German competition endurable, while, on the other hand, 
any disturbing effects of the expansion of German exports will 
in the long run be more ‘than counter-balanced, so far as the 
Allies as a whole are concerned, by the direct economic benefit 
due to the receipt of reparations. If the view expressed above 
is correct, that the annual payments on reparation account are 
not likely to exceed modest dimensions, then the extent of this 
benefit will not be great when it is spread over all the Allies. 
At the same time the mere fact of the establishment of reparation 
payments on a definite basis must sooner or later raise the great 
issue of Inter-Allied debts. It is by no means impossible that in 
time the immense political advantages of a general cancellation 
of Inter-State indebtedness resulting from the war of 1914-18 
may come to be recognised and accepted by all the countries 
concerned. 
C. W. GUILLEBAUD 











THE MONETARY STANDARDS OF NEW ZEALAND AND 
AUSTRALIA 


I. Monetary. Standards 


An essential preliminary to any profitable discussion of 
present monetary conditions is the frank admission that the 
Gold Standard, as a means of providing for the automatic 
regulation of the world’s prices and exchanges by movements of 
gold, is now in active operation nowhere. The achievement 
within the past year or two of a considerable measure of price 
and exchange stability is due, not to the gold standard, but 
rather to the cessation of inflationary finance, and to the increased 
attention given to the exchanges as indicators for monetary 
regulation to follow. Before the war, when currencies were 
kept convertible with a common medium, gold, it followed of 
necessity that they were also kept convertible with one another 
at rates fixed within narrow limits ; since the war, when currencies 
are no longer convertible into gold, it is being more fully realised 
that they can maintain this desired convertibility with one 
another without the intervention of the common gold medium, 
and simply by the adoption of some form of exchange standard. 
Any country whose monetary regulation is centred on the 
maintenance of an approximately fixed exchange rate may be 
said to possess an exchange standard; but this standard exists 
in its most perfect form where monetary regulation is made to 
depend on reserves held, not in the home country, but overseas, 
and where both the home money supply and the overseas exchange 
reserve expand and contract automatically to the extent of the 
net balance of payments made through the exchanges. 

The Gold Exchange Standard, where it operates chiefly 
through regulation of currency, as in India, has been fully dis- 
cussed ;! but where similar systems are operated by overseas 
banks, which, by the use of credit instruments, link together 
the monetary conditions of different countries, little beyond 
slight passing references is to be found in current economic 
literature. Yet the existence of what might be termed “ Credit ”’ 


1 Cf. Keynes, Indian Currency and Finance ; Jevons, Future of Exchange 
and Indian Currency, etc. 
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Exchange Standards is widely, if somewhat vaguely, recognised. 
With the great extension of deposit and overseas branch banking 
that is taking place, and with the attempts to stabilise paper 
currencies by means of foreign balances held to support exchange, 
such standards are becoming of increasing importance, and, if 
effect is ever given to the recommendations of the Genoa Con- 
ference, they are destined to become more important still, both 
in practice and in theory. 

At the present time this “ Credit”? Exchange Standard is 
probably most completely developed in New Zealand. There 
too, owing to the comparative simplicity of the trade and banking 
relations with Great Britain, the details of its working can be 
easily examined. It exists in Australia, but, owing to more 
complex economic relations, is there developed less perfectly. 
The vexed question of the currencies and exchanges of these 
Dominions can be explained, however, only in terms of such 
standards. It is the purpose of this paper to offer that explana- 
tion, to illustrate it from New Zealand commercial practice and 
statistics, and to apply it to the present difficulties of Australia. 

The usually accepted pre-war theories of monetary regulation 
fail entirely to fit the facts in New Zealand. Such theories may 
be represented as the views of two leading schools, which differ 
in emphasis rather than conflict in principle. The narrowly 
orthodox pre-war view regarded the amount of a country’s 
gold as the final determinant of its price level. Since legal 
regulation enforces the maintenance of a constant relation 
between notes and gold, and bankers maintain a similarly 
constant relation between their credit liabilities and reserves 
of notes and gold, the total amount of monetary media of all 
kinds, and therefore the price level, which varies directly with 
the amount of money, can move up or down only with an inflow 
or outflow of gold. Such gold movements are occasioned by 
and provide automatic correctives for variations in the balance 
of international indebtedness. The free flow of gold tends to 
achieve such a distribution of that metal as will preserve every- 
where a uniform level of prices measured in gold (with allowances 
for transport, etc.), and to keep the exchange rates stable within 
the narrow limits of the gold points. A less orthodox view, 
perhaps more closely in touch with facts, holds that, though 
movements to and from gold reserves do have these effects on 
prices, yet in practice gold moves but little, and further, that 
the assumed constancy of the proportion between bankers’ 
credit and their reserves does not accord with fact. For in 
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practice bankers regularly expand and contract their advances, 
which govern the public’s deposits, with the rise and fall of 
confidence in the business world. Moreover, the proportion of 
the total available cash and credit of a country which is in 
active circulation, compared with that part held in reserves and 
therefore out of circulation, varies also with changing business 
psychology. Hence, even on the basis of unvarying gold reserves, 
the total of active monetary units in circulation may vary con- 
siderably, and this variation will be reflected by similar varia- 
tions in prices. The former view, practically ignoring the trade 
cycle in this connection, regards freedom of gold movement as 
the essential factor in regulating the standard of value; the 
latter, with the trade cycle uppermost in its mind, contends 
that free gold movement, when it occurs at all, comes too late 
to effect its corrective purpose satisfactorily, and that some 
form of credit control is therefore essential if variations in the 
amount of circulating means of payment, and consequently in 
prices, are to be lessened. One school of theorists, regarding 
the gold reserves as the strategic centre of our monetary systems, 
would achieve stability of foreign exchange and risk fluctuations 
of internal prices; the other, holding that bankers’ advances are 
the dominant influence in monetary regulation, and cash largely 
subsidiary to credit, would check incipient tendencies to expan- 
sion or contraction, and would aim at internal price stability 
though it risked variations in exchange rates. 

Both these views have certain fundamental postulates in 
common. They assume that note issues are necessarily largely 
governed by gold reserves, and that credit expansion is governed 
by bank advances, and limited by the bankers’ need to keep safe 
reserves against liabilities. They relate rather to pre-war than 
to post-war conditions; they have been built up largely from 
data collected in the leading financial countries; and they 
implicitly assume the independent and mainly self-contained 
money and banking systems of those countries. Unfortunately, 
the principles deduced from the study of such systems are com- 
monly considered applicable to countries such as New Zealand 
and Australia, whose money and banking systems are neither 
independent nor self-contained. The banks of these countries 
do not confine their operations to domestic business; on the 
contrary, they are engaged largely in financing external trade, 
and for this purpose maintain branches and large reserves abroad. 
The effects on domestic monetary regulation of such external 
banking business may in some cases be negligible; in the case 
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of New Zealand, and to a less degree of Australia, they are always 
of fundamental importance. 


II. The New Zealand System 


In New Zealand, therefore, many of the assumptions of 
ordinary theory cannot be maintained. Note issues are not 
governed by gold reserves; deposits are not controlled by 
advances. Trade and banking statistics show that bankers 
habitually maintain gold reserves sufficiently large to free them 
from limitations of legal restriction; the movements of specie 
depend on the bankers’ needs for coin! rather than on the 
exchange rates, the variations of which are almost negligible ; 
and further, the totals of bank deposits vary greatly quite 
independently of changes in advances, securities, ete. Significant 
figures for money and banking in this connection may be sum- 
marised as follows : 


TABLE I, 
Returns of all Banks of Issue in New Zealand.* 
Averages for June Quarters. 


(£ millions.) 











Advances Govern- Gold Coin = 
Year. Deposits. and ment and Notes 
Discounts. | Securities. Bullion. Issued. 
1914 28-95 23-94 0:93 5-50 1-70 
1918 50-10 32:80 5:66 8-09 6-15 
1920 62-97 34:79 6°36 7:74 7-93 
1921 53-70 54:38 5-87 7-68 7°85 
1923 52-10 41-71 5:03 7:90 6-74 

















The year 1914 gives a fair sample of the nature of pre-war 
returns. Until 1916 the law regulating bank-notes imposed 
the condition that “‘notes issued shall not exceed the total 
amount of coin, bullion and public securities . . . nor shall the 
amount of coin be less than one-third.” The effective restriction 
might have been the necessity to keep one-third of the note 
issue in coin, but the banks elected to keep treble their note 
issue in gold. From 1916 this last restriction has been suspended, 
and though no advantage was taken of the suspension, banks 
might issue notes to an amount limited only by the total of 
coin, bullion and public securities held. Since no limitation 


1 There is no Mint in New Zealand, hence all coin is imported. 
2 Figures from official Returns published in New Zealand Gazette. 
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was placed on the amount or proportion of securities, this was 
equivalent to perfect freedom of bank-note issue. Further, gold 
redemption has been suspended since 1914, and the notes are 
legal tender. Actually the note issue has never been much 
more than half the total holdings of gold reserve and securities 
combined. Between 1914 and 1918 £2} m. (estimated) of notes 
replaced gold withdrawn from circulation, but from 1918 the 
above table shows no apparent relation between movements of 
notes and gold. The bankers explain that notes are issued in 
accordance with the needs of trade; further explanation than 
this can be found only by concluding that the requirements for 
cash circulation vary with the total amount of monetary media 
available, and if currency is not the controlling factor, then 
credit must be. This conclusion directs attention to deposits, 
but if a self-contained banking system be assumed, the move- 
ments of the above deposit figures are inexplicable. 

From 1914 to 1918 advances increased by £9 m., and securities 
by £5m. Of this amount £2 m. was absorbed in the net increase 
in notes (£4} m. less £2} m. issued to replace gold withdrawn), 
leaving £12 m. to be shown in increased deposits. But deposits 
increased by more than £21 m. From 1918 to 1920 the excess 
of the increase in deposits and notes over the increase in advances 
and securities was £12 m. The next year a marked change 
occurred. Notes remained roughly unchanged, there was a net 
increase of £19 m. in advances and securities, which might have 
been expected to appear in deposits, but deposits decreased by 
£9 m. £28 m. in all disappeared from depositors’ credits. A 
recovery occurred in the period 1921-23; advances and securities 
decreased by £13} m., deposits and notes by £2} m.; £11 m. in 
all reappeared to the credit of depositors. 

Such apparently anomalous movements call for explanation, 
and the explanation, once found, is illuminating. Variations in 
the amounts of funds held by banks in New Zealand are balanced 
by changes in funds held outside the country, and both are 
dependent on the net balance of external payments. The figures 
given above are from the official returns, but relate only to the 
business within New Zealand of the six banks of issue. Two 
of these are New Zealand banks, having branches in Australia 
and London; four are Australian banks, having branches in 
New Zealand and London. Hence there is much business done 
by all the banks which is not included in the official returns. 
The greatest part of this external business arises out of the 
financing of external trade. Through these six banks almost all 
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the foreign exchange dealings are negotiated. Payments arising 
out of indebtedness to or from Australia accounts for from 
5 to 10 per cent. of the total exchange transactions, the remaining 
90 to 95 per cent. are with or through London. But New Zealand 
may deal directly with London through Australia with London, 
or through London with Australia; Australia similarly may deal 
directly with London, through New Zealand with London, or 
through London with New Zealand, the plan adopted depending 
on the state of funds in the various centres. Since New Zealand’s 
business with London completely overshadows that with Australia, 
the latter is neglected in the following account of the method 
adopted. This method, in any case, is the same for either 
country, and the omission therefore makes no difference to the 
validity of the reasoning. 

Payments from New Zealand on international account are 
made by buying bank drafts or by meeting bills at the banks in 
New Zealand. In either case debtors discharge their debts 
mainly by cheques on their bank accounts. Their deposits in 
New Zealand are thus diminished. But the bankers who transfer 
the funds merely pay out in London from exchange reserves held 
there. The payments made for all New Zealand imports thus 
deplete bank deposits (independent of advances) in New Zealand, 
and deplete to an equal extent the bank reserves held in London. 
On the other hand, payments to New Zealand on international 
account are made in London, where debtors again either buy 
bank drafts or meet their bills. In either case funds are paid 
into the exchange reserves of the London branches of New 
Zealand banks, and the banks transfer these funds to the creditors 
in New Zealand simply by crediting the amounts to their deposit 
accounts. Thus all payments for New Zealand exports, visible 
and invisible, bring increases in bank reserves held overseas for 
exchange purposes, and subsequent corresponding increases in 
deposits (independent of advances) in New Zealand, while all 
payments for New Zealand imports, visible and invisible, similarly 
diminish to an equal extent both bank deposits in New Zealand 
and bank reserves held overseas. It follows that the excess of 
deposits over advances in New Zealand (note circulation, etc., 
remaining the same) must vary directly with bank reserves held 
for exchange purposes overseas, and the extent of the variations 
of both is determined by the net balance of international payments. 

The evidence required for an absolute statistical demon- 
stration of this system is here, as in most similar inquiries, 
incomplete. But the data available lend further convincing 
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support to the conclusion suggested by the above description 
of banking practice. The published records consist of the 
quarterly banking returns, which relate only to business within 
New Zealand, and the banks’ annual balance sheets, which 
summarise figures under their various headings regardless of 
geographical distribution of the items. In the case of the four 
Australian banks operating in New Zealand it is impossible from 
the balance sheets to separate satisfactorily the figures for New 
Zealand, Australian and British business. Hence no estimate 
can be made at any time of the total amount of the exchange 
reserves held on New Zealand account by the branch banks in 
London. But all the six banks pursue the common policy of 


GrapPH I. Bank of New Zealand Returns. 
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A = Bank of New Zealand, excess of deposits over advances in New Zealand. 
B = Bank of New Zealand, short call money, etc., in London. 


the Associated Banks, and of these the Bank of New Zealand is, 
as far as local business is concerned, by far the most important. 
It is regarded in many respects as the Central Bank of the 
country, and its local business is approximately equal to that of 
all the other banks combined. This bank’s balance sheet shows 
annually, at March 31st, the total of its short call money, 
securities, and bills receivable in London, usually known as its 
London balance, which is really the greater part of its exchange 
reserve. Under the exchange system here described this balance 
might be expected to vary directly with the excess of the bank’s 
deposits over advances in New Zealand. How far these series 
do move together may be judged from the graph I.1 
Perfect correspondence of movement between these two 
series cannot be expected, as the London totals are for March 31st, 
1 For detailed figures see Appendix, Table ITI. 
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while the New Zealand returns are the averages of the quarter 
ended March 31st. In addition funds in London vary on account 
of Australian and London as well as of New Zealand business; 
and London cash and deposits with bankers, which also varies, 
is not shown. Therefore only a general indication of changes 
in the exchange reserves can be given by movements of short 
loan money. Yet the coefficient of correlation (Pearson’s) for 
the figures represented by these curves over a period of twenty 
years is + -914, and the probable error -028. 

But it is desirable to go further than this, and to show 
correlation between : 

(a) The total of exchange reserves held overseas on New 
Zealand account ; 

(b) The total deposits less advances in New Zealand; and 

(c) The balance of international payments on New Zealand 
account. 

The impossibility of exactly determining (a) has already 
been explained, but for the Bank of New Zealand, which does 
about half the total business, Graph I shows that (a) and (6) 
move very closely together. No attempt can be made, in the 
absence of adequate data regarding invisible trade items, to 
measure (c) with absolute accuracy, but the visible trade items 
may be used as an indication of the movement of this series. 
Graph II! compares the visible trade balance with the excess 
of deposits over advances for all banks in New Zealand. 

In comparing these series a lag is seen to occur between 
the time of recording trade figures and the time when payment 
for trade items influences banking figures. During the war 
period also much produce was bought and held in store in New 
Zealand by the Imperial Government. This was paid for and 
therefore appeared in bank returns immediately, but it was not 
shipped at once, and in consequence was not recorded in trade 
returns till later. In addition the effects of the omission of 
invisible items must be allowed for. Normally exports should 
exceed imports by at least the amount due overseas in payment 
of interest on public and private debts, but this excess may be 
less, or even be negative, in years of fresh borrowing. In spite 
of these and other causes of divergence, a considerable degree 
of correspondence is indicated between movements of the two 
series, the coefficient of correlation (Pearson’s) over a period of 
twenty years being + -760, and the probable error -06. 

The only possible conclusion to be drawn from the facts 


1 For detailed figures see Appendix, Table III. 
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here presented is that New Zealand’s monetary system is auto- 
matically regulated through exchange operations; that is, that 
the country possesses an exchange standard, and this conclusion 
is further supported by the comparative neglect of other and 
more deliberate methods of monetary regulation. It has been 
shown that the legal regulation of note issues is inoperative and 
that cash is strictly subsidiary to credit. Normally variations 
in the exchange rate are negligible. Even during the period of 


GrapH II. Banks’ Deposits and Trade Balance. 
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A = Visible trade balance for year ended March 31st. 
B = All banks in New Zealand, excess of deposits over advances and securities 
for quarter ended March 31st. 


great instability that followed the war, the cable rate on London 
varied only between } and 3 per cent. premium, though the 
total movements of specie were quite insignificant. Between 
1903 and 1919 the maximum range of variation for the same 
rate was 11 per cent., despite marked fluctuations of trade and 
indebtedness such as the graphs above show to have occurred in 
1907 and 1911. Here again the movements of specie were 
totally inadequate to correct the exchanges. Moreover, despite 
these cyclical variations no change is shown in the banks’ over- 
draft, discount, or cable exchange rates on London between 
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1904 and 1912.1 In fact the ordinary method of credit regula- 
tion, by manipulation of the bank rate, is but little used, and 
no changes of significance in this connection occur in the banks’ 
holdings of securities. On the whole it appears that the bankers’ 
policy in New Zealand is to maintain advances at an approxi- 
mately constant level; and when advances do happen to show 
considerable variation, they follow rather than precede similar 
movements in deposits. This is not to say that advances do 
not create deposits, for they certainly do. But a marked increase 
in advances regularly follows an unfavourable trade balance, 
when, importers’ deposits being depleted, the banks continue 
to meet importers’ bills in London, and debit the amounts to 
the importers’ accounts in New Zealand. As recovery occurs, 
deposits regularly increase and advances diminish again, but, in 
inducing a contraction of advances, bankers may resort to means 
of pressure other than manipulation of the overdraft rate. There 
is, therefore, little, if any, of that regular correspondence in the 
movement of deposits and advances such as is expected to occur 
under self-contained banking systems. In general, and excluding 
seasonal variations, advances remain comparatively steady while 
deposits vary considerably, changes in the difference between 
them being caused by, and varying with, the balance of inter- 
national payments. 


III. Exchange Standards 


Between the gold standard and the exchange standard there 
lies rather an indeterminate zone of transition than a definite 
line of demarcation. Systems of monetary regulation vary 
considerably and shade into one another by gradations that are 
almost imperceptible. The lack of the definition here renders it 
somewhat difficult to fit the New Zealand system into any 
recognised classification. Since 1914 this country has certainly 
possessed an exchange standard. When gold payments were 
suspended New Zealand bankers merely continued the practice 
of pre-war years which linked their monetary system up with 
that of Great Britain. In consequence their country has enjoyed 
a remarkable degree of exchange stability amid a world of 
unparalleled exchange dislocation. Before 1914 New Zealand 
had a gold circulation and, though there was no Mint and all 
coin had to be imported, she was free at any time to slip into 
or across the zone of transition and become partly or wholly a 
gold standard country, regulating her monetary system by her 


1 For detailed figures see Appendix, Table IV. 
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gold reserves, and her trade balance by gold movements. Because 
she was always in a position to take this step if necessary, it was 
never noticed that she did not take it, and consequently New 
Zealand was credited with a gold standard whereas in reality 
she had evolved a system in every way superior for her purpose, 
the system of an exchange standard, backed by currency largely 
composed of gold. 

The essence of an exchange standard consists of the main- 
tenance of an approximately fixed exchange rate, and the 
automatic increase or decrease of monetary media within the 
exchange standard country to the extent of the net balance of 
its payments through the exchanges. Like every other method 
of monetary regulation this plan postulates the Quantity Theory, 
and depends for its effect on influencing the amount of monetary 
media available. Variations in this amount react upon the 
volume of business, and through business, upon the trade balance, 
which in turn exerts the chief control over the exchange rates. 
Hence there is a marked degree of mutual dependence between 
the amount of a country’s money and its rates of exchange. 
This mutual dependence is recognised in the theory of purchasing 
power parity, which states that the exchange rate tends to settle 
at a point where it registers the relative values, measured in 
transportable goods, of the monetary units exchanged. The 
universal validity of this theory, as a general proposition, must 
be admitted, for normally any departure from the purchasing 
power parity immediately sets forces moving that tend to correct 
it. It follows that if conditions are to be imposed which will 
maintain permanently a stable exchange rate, such conditions 
must provide for the maintenance of the normal ratio between 
the values of the monetary units to be exchanged, that is, they 
must ensure the automatic correction of deviations from that 
normal ratio. Under free gold standards this correction was 
provided by the movement of gold, or by the measures taken to 
prevent gold movement. In either case the effect was achieved 
by regulating the quantity of money available. Under an 
exchange standard the effect is attained in the same way. For 
the necessary correction is ensured by providing that the money 
of the exchange country shall expand or contract automatically 
with similar changes in central reserves held overseas, variations 
in both being governed by the net balance of international pay- 
ments. A favourable balance, indicating that the value of the 
dependent monetary unit is higher than that expressed in the 
ratio registered by the exchange rate, automatically expands the 
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monetary media by the net amount of the favourable balance, 
and so tends to lower the value of each unit to that expressed in 
the normal ratio. On the other hand, an unfavourable balance, 
indicating a monetary value lower than that registered by the 
exchange, contracts the monetary supply by the net amount 
of the unfavourable balance, and, by raising the value of the 
unit, tends again to restore the ratio. 

In these essential features the New Zealand system is similar 
to that of the Gold Exchange Standard countries. But, taking 
India as an example of this standard, New Zealand differs in one 
important particular. India is chiefly a currency-using country, 
and monetary regulation consists in expanding or contracting 
currency to the extent of the net balance of international pay- 
ments. In New Zealand banking is highly developed, and the 
exchange standard is operated entirely through credit, that is, 
by the automatic expansion and contraction of bank deposits 
to the extent of the net balance of international payments. 
But just as “the stability of the Indian system depends upon 
their keeping sufficient reserves of coined rupees to enable them 
at all times to exchange international currency for local currency, 
and sufficient liquid reserves in sterling to enable them to change 
back the local currency into international currency, whenever 
they are required to do so,” 1 so the stability of the New Zealand 
system depends upon bankers having sufficient liberty of credit 
expansion in New Zealand to enable them at all times to pro- 
vide bank deposits in New Zealand in exchange for international 
money, and sufficient liquid resources in sterling to enable them 
at all times to provide international money in exchange for bank 
deposits in New Zealand. Normally both these conditions are 
maintained. The practical freedom of note issue releases bankers 
from the operation of the usual check upon credit expansion, and 
the reserves in London are usually sufficient for all demands 
likely to be made on them. But if either of these conditions 
fails to be maintained the system may break down. Thus in 
1921, owing to an extraordinary excess of imports, bankers’ 
exchange reserves in London were practically exhausted. The 
cable transfer rate on London rose to 3 per cent. premium, and 
exchange was rationed. The fact that rationing was resorted 
to in preference to a higher exchange rate shows how deeply 
the approximate par rate has become rooted in the mind of 
the banking and commercial world. But this movement, the 
most violent on record, and wider, it is hoped, than any likely 


1 Keynes, Indian Currency and Finance, p. 10. 
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to occur in the future, was hardly sufficient to be termed more 
than a temporary impairment of the system. The normal 
working has since been restored and the rate has become slightly 
favourable. With a practically free note issue a breakdown 
owing to the failure of the other condition is unlikely to occur in 
New Zealand. 
IV. The Position in Australia 

But in Australia the note issue is not free, and for that very 
reason the working of the exchange mechanism has partly broken 
down. There the monetary situation is at present causing grave 
concern to bankers and traders alike. A marked monetary 
stringency has developed in Australia, while the Australian 
banks have a surplus of funds in London which they are unable 
satisfactorily to transfer. Consequently exporters are experi- 
encing difficulty and loss in realising in Australia funds paid to 
them in London. Bankers who normally transfer these funds 
complain that they cannot do so on account of the shortage of 
notes, and demand that more notes be issued. The Note Issue 
Board of the Commonwealth, which controls the issue of notes, 
holds firmly ‘“‘ that there are at present sufficient notes in circula- 
tion, and that any further issues must increase the inflation which 
they consider already exists and cause a rise in the cost of living. 
The Board is very firm on this point, for it is understood that it 
refused the request of four banks to issue notes in exchange for 
gold, even though the amount involved was not large, and the 
issue was to be a temporary one.”! The facts of the monetary 
situation are illustrated in the following table : 


TaB.e II 
Returns of Cheque-paying Banks in Australia.” 
(£ millions.) 








Ad Deposits 
Quarter : pects less Australian 
ended. Deposits. and Advances,| Notes. Gold. 
Securities. gic. 
June 30, 1914 163 123 40 5 35 
on 1919 249 205 44 36 21 
me 1920 266 198 68 35 21 
me 1921 283 242 4] 34 21 
“ 1922 289 232 57 30 21 
os 1923 311 255 56 29 21 
Dec. 31, 1923 306 269 37 28 21 




















1 Australian Investment Digest, July 1, 1924, p. 293. 
2 From Quarterly Summaries of Australian Statistics. 
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This table supports the contention that a shortage of cur- 
rency exists, for it shows a marked disproportion between the 
changes in bank deposits and in cash reserves since 1914. From 
June 1914 to December 1923 deposits increased by 88 per cent., 
whereas notes and gold increased by only 224 per cent. But 
since gold no longer circulates the effective reserve against 
demand liabilities is limited to notes, and on the basis of notes 
and gold in 1914, and notes alone in 1923, cash reserves have 
decreased by 30 per cent. Moreover, since 1919 deposits have 
increased by 23 per cent., while note reserves have decreased by 
22 per cent. In Australia, as elsewhere, a fairly constant propor- 
tion, dependent on the habits of the public, is maintained between 
the amounts of cash and credit media in use, and hence a restric- 
tion of currency must sooner or later be reflected in a limitation 
of credit. If it is true that the Note Issue Board refuses to issue 
further notes even against gold, then, since gold does not circu- 
late, the effective cash reserves of the banks at the end of 1923 
were only £28 m., and of this a large proportion, stated to amount 
to over £20 m., consisted of £1000 notes, which are not issued 
to the public, but are used only for payments between the banks. 
This leaves less than £8 m. as the banks’ holdings of cash for 
circulation against £300 m. of deposits, of which more than half 
are payable on demand. Under such conditions elasticity of 
credit is manifestly impossible. 

It has been shown in the case of New Zealand that stability 
of the exchange rate depends on the maintenance of two essential 
conditions, a Lordon reserve sufficient to enable bankers to 
provide sterling at all times in exchange for domestic deposits, 
and sufficient liberty of credit expansion to enable bankers at 
all times to provide domestic deposits in exchange for sterling. 
Herein lies the crux of the Australian difficulty, for Australia’s 
exchange methods are precisely similar in all respects to those of 
New Zealand. Like New Zealanders, Australians ‘‘ transfer ”’ 
money to or from London through their bankers, who accept 
cheques or cash in Australia in return for claims on the banks’ 
London reserves, and who receive money in London in exchange 
for cash or credits, but mostly credits, which they provide in 
Australia. As in the case of New Zealand, a favourable balance 
of payments increases both London reserves and the excess of 
deposits over advances in Australia, while an unfavourable 
balance has the opposite effect. Reference to the above table 
will show how changes in the excess of deposits over advances 

1 Australian Investment Digest, July 1, 1924, p. 296. 
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have occurred in recent years, and though the corresponding 
figures for London reserves are not available, it is well known 
that they fluctuate considerably, and the explanation of their 
movements given here is manifestly the correct one. For 
Australia, as for New Zealand, this exchange system gradually 
developed during pre-war years. Though gold was produced 
and coined at three branches of the Royal Mint in Australia, 
bankers learned that their real reserves against international 
payments were needed, not in their home country, but in London. 
When gold payments and gold movements were suspended in 
1914, this system of exchange was continued. During many 
stormy years it maintained a stable rate with London, the centre 
through which most of the trade is financed. In Australia its 
theoretical principles remained uninvestigated, unexplained, and 
unrecognised ; but bankers became skilled in the practical details 
of its working, the trading public became accustomed to its use, 
and its chief manifestation, the par rate on London, became a 
rooted tradition in the commercial world. In 1921, when pay- 
ment for an extraordinary import surplus had to be met, the 
London reserves became practically exhausted and the smooth 
working of the system was temporarily impaired. A recovery 
ensued, but now it has partially failed again. For, owing to 
shortage of cash reserves, the banks are unable to expand credit 
sufficiently to provide deposits in Australia in exchange for 
sterling in London. 

Among the many suggested explanations of the exchange 
situation is one that it is the result of a change in the ratio of 
the value of the Australian pound to that of the sterling pound. 
Possibly this is so, but such a change must be essentially con- 
nected with monetary regulation in Australia, and this regulation 
may therefore be regarded as a primary cause. But the theory 
of purchasing power parity, which states that the exchange 
rate tends to register the ratio existing between the real values 
of the currencies concerned, measured in goods exchanged between 
them, assumes that other conditions, including costs of trans- 
ferring the goods, remain unchanged. In the case of Australia, 
two important interferences with the normal ratio must be 
considered. 

First, in 1921 the tariff was raised considerably. Conse- 
quently a wider margin is needed between British and Australian 
prices of Australia’s imported goods in order that these goods 
may pass the tariff barrier. There are normally two ways in 
which this margin may be widened to the necessary extent. 
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If the exchange rate be kept stable, and Australian currency 
and credit be permitted to expand, a favourable balance of 
exports, due to the check placed on imports, will increase both 
the banks’ London reserves and local deposits. The expansion 
of credit will tend to raise prices in Australia, and the shortage 
of imported goods will tend to raise their prices more than the 
average. Labour and capital would then be transferred from 
other (and particularly export) industries, where production is 
checked by the rising costs, to new or old industries where they 
might produce goods hitherto imported. The price changes 
would thus tend to encourage imports and to check exports, 
and in this way to balance the volume of inward and outward 
trade at a new and lower level, and at the same time to bring 
about a new and economically less desirable equilibrium in the 
distribution of labour and capital throughout industry in the 
country. If, on the other hand, monetary policy were to stabilise 
prices in Australia and exchange rates were permitted to fluctuate, 
then a reduction in volume of some imports, with a continuance 
of the usual volume of exports, would bring about a favourable 
balance of trade. The effect on the exchange rate would be to 
make Australian money dear in London, and London money 
cheap in Australia. Australians would then be paid at a discount 
for their exports, and the export industries would suffer a check. 
A corresponding premium would emerge upon imports, which 
would thus be encouraged. Again, there would be some change 
over of labour and capital from the export industries to industries 
producing goods formerly imported, and the balance of trade 
would be again restored at a new and lower level. The Australian 
who recently complained that the banks were using their big 
balances in London to nullify the effects of the tariff, and to 
attack the protected Australian industries, voiced an economic 
truth more profound than he knew, and one quite beyond the 
power of bankers to control. 

A second form of interference with the normal ratio has 
occurred in the recent heavy Australian borrowing in London. 
Money so raised increases the London reserves of the banks, and 
is in this way equivalent to a surplus of exports. It can be 
transferred to Australia only in the form of imports. Before 
such a transfer can occur the margin between Australian and 
British prices must be wide enough to induce Australians to 
make the necessary imports. If a fixed exchange rate is to be 
maintained, then money in Australia must expand sufficiently 
to provide this inducement to import; if the Australian price 
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level is to be kept stable, then the exchange rate must move 
in favour of Australian importers (and against Australian 
exporters) till the balance is again restored. For in the 
long run the payments to and from a country must balance, 
and whenever they do not balance, forces are set moving 
to restore their equilibrium. And no devices of banking, 
note regulation, protection or borrowing can control these 
forces. 

Thus there are very definite limits to the degree of control 
a country may exercise over its monetary affairs, and Australia 
has reached these limits. There the monetary and exchange 
system has evolved under the guidance of demand and under 
conditions that normally change but little. When changes do 
occur, such as those changes in the balance of international pay- 
ments brought about by altered tariffs or extensive public borrow- 
ing, then sufficient elasticity must be provided for the system 
to adjust itself to the altered conditions. This adjustment may 
be made internally or externally. If the internal monetary 
control be rigid, the necessary elasticity must be found in fluctuat- 
ing exchanges; if exchange rates are to be kept constant, then 
elasticity must be provided within the monetary system itself. 
No third alternative is possible. 


V. Remedies Proposed 


There are, therefore, broadly two, and only two, alternative 
policies of monetary regulation open to Australia. Each brings 
in its train certain concomitants that cannot be escaped. A 
country may choose to regulate its currency according to its own 
will; it may inflate, deflate, or stabilise; but it cannot pursue 
a monetary policy which interferes with the maintenance of the 
normal ratio of the real value of its monetary unit to that of 
another country without disturbing the exchange rate between 
them. On the other hand, it may choose to maintain a stable 
exchange rate, but in this case it tags its price level on to that 
of another country, and it cannot permit internal monetary 
regulation that interferes with the smooth working of the exchange 
standard system. This is the root cause of the Australian diffi- 
culties, that while the banks are trying to maintain an exchange 
standard, which the public are accustomed to, and expect to be 
continued, the Note Issue Board, on which the banks depend 
for their currency, is trying to establish an independent standard, 
and their policy involves movements in the exchange rate to 
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which the public object. Between these two methods of control 
the conflict is fundamental. 

Any solution of these difficulties must depend on the alterna- 
tive chosen. If an independent standard is desired, then the 
exchange rate must be expected to fluctuate ; if a stable exchange 
rate is preferred, then the conditions essential to the exchange 
standard must be maintained, and sufficient liberty of credit 
expansion be given to bankers. Probably no better way could 
be devised to provide this elasticity of credit, which depends on 
an elastic currency, than one already suggested in Australia. It 
is proposed that the Note Issue Board should exercise its right 
to issue notes in Australia against securities in London. In the 
event of a favourable balance of payments, the Australian banks 
in London might then transfer securities to the Board in London, 
and receive in exchange notes in Australia.1 The increase in 
Australian cash reserves thus brought about would enable bankers 
to provide cash or deposits for exporters in exchange for funds 
in London. Should the balance of payments turn against 
Australia, notes might be paid back to the Board there and 
securities be redeemed in London. In this way varying amounts 
of Australian currency might be issued against similar variations 
in the London reserves; the forces that restore the balance of 
payments might be permitted to work without movements of 
exchange rates; and all adjustments might be made almost 
automatically, with a minimum of friction and a maximum of 
convenience. Further safety and strong public support might 
be secured by this system if it were made a condition of its adop- 
tion that banks must at all times provide exchange on Australia 
or on London at rates fixed within limits similar to the pre-war 
gold points, the condition to be suspended only under pressure 
of extraordinary circumstances such as occurred in 1921. Before 
the war the banks so managed their business as always to provide 
gold in exchange for notes and credit at a fixed rate; there is no 
reason why they should not, and every reason why they should, 
provide sterling at similar fixed rates to-day. 

Similar provision for exchange to be supplied at rates fixed 
within narrow limits, which would mean the official recognition 
and adoption of the Exchange Standard, might well be made 
also in New Zealand, where, on account of the present laxity of 
note regulation, some such safeguard may be needed. But in 
both countries there is an urgent need for revision of banking 
statistics. The present quarterly returns relate only to domestic 

1 Australian Investment Digest, July 1, 1924, p. 295. 
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business. Full information is required monthly, particularly 
regarding exchange reserves held in London. If this information 
were made available, the balance of payments on international 
account, which for these countries is certainly the most valuable 
of all indicators of economic change, might be accurately judged 
and provided for. In the absence of this information the 
most important causes of change in the monetary world must 


remain veiled in obscurity. 


VI. Appendix of Tables 


TABLE III 


Trade and Banking Figures used in Graphs above.+ 


(£ Millions.) 

















Graph I. Graph II. 
Bank of New Zealand. All Banks’ feet 
Deposits less vee Lg 
Deposits less Advane ney d Pac 0% less 
Short Loan yi seach sas Securities in Tin di 
Money, ete., | New Zealand, | New Zealand, oun ended 
in London at 3 1 a Quarter ended M. th 31 
Mosely Bat. Quarter ende Masch Sist. are st. 
March 31st. 

Year. (1) (2) (3) (4) 
1903 3:5 4:8 — — 
1904 3°9 4:6 4:3 2-0 
1905 4:3 5-0 4:9 2-5 
1906 4-3 5-4 5:0 3-1 
1907 5-2 5-9 5-0 4:2 
1908 3:7 2-5 1-2 —0-4 
1909 4-0 2-6 ‘0 0-2 
1910 6:5 5-9 5-6 6-1 
1911 9-0 6-7 5:8 3:8 
1912 5:7 4:7 2-3 : 1-4 
1913 6-9 4:1 2-2 1-1 
1914 8-2 4:5 2-7 1-2 
1915 8-4 6-0 7-2 eet 
1916 12-3 10-2 13-2 10-8 
1917 12-2 11-1 8-6 4-4 
1918 12-4 12-7 11:8 10-2 
1919 13:8 11-1 9-6 5:8 
1920 20-3 18-0 22-0 18-6 
1921 8:3 4:4 —4-2 —19-2 
1922 7:0 31 —4-6 7:3 
1923 10:8 7:4 2:7 9-4 
1924 -— -— 3°6 7:2 

















1 Column (1) from Annual Balance Sheets of the Bank of New Zealand. 
Columns (2), (3) and (4) from official Returns published in the New Zealand 
Gazette. 
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TABLE IV 


Changes in Overdraft, Discount, and Exchange Rates of Banks in 
New Zealand, 1904-1923. 


ou 








Y Overdraft Discount Cable Exchange Rate. 

it Rate. . Rate. New Zealand on London. 
% % % Premium. 

1904 5 5 i 

1912 5h 5 j 

1914 54 5 § to 1} 

1915 5} 5 1k to 1} 

1916 5} 5 1} 

1917 5} 5} 1} to 1 

1920 6 5h 1} to 24 

1921 6} to 7 6} 3 to 2} 

1922 64 lito 4 

1923 6} 6} 














1 Details supplied by the courtesy of the Bank of New Zealand. 
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THE INCIDENCE OF COSTS 


Tus discussion starts with the proposition that the incidence 
of freight rates, taxes, tariff duties, insurance, and all other special 
items of cost, including wage advances, present the same funda- 
mental problem in many variable forms.'! It is the belief of the 
author that there is one general law that contains the answer, 
though it has to be qualified to suit each phase of the problem. 
It is also his belief that this law, once understood, will be of 
practical value to those who are charged with the determination 
of freight rates, taxes, import duties, wage increases and other 
new or special charges. 

Cost is defined as any expense or disutility incurred in the 
production of an article, which expense or disutility must be 
covered by a price in order to induce continued production of the 
article in question. Stated differently, cost is any expense or 
disutility incurred in production which would cause production 
sooner or later to stop unless a price could be secured sufficient 
to induce continued production. The price necessary to induce 
continued production is thus an indicator or measure of cost. 
The price is not the cost. The cost is the thing measured or 
indicated. The price is the thing that measures or indicates it. 

Cost as thus defined usually varies among the different units 
of any commodity. It would be exceedingly improbable that 
every unit of any commodity would cost exactly the same. The 
independent business men who are in a position to determine 
whether production shall continue on the existing scale, or whether 
it shall be expanded or curtailed, will probably be guided in part 
by their experience in producing the current supply. Those 
whose costs as thus defined are high, will presumably be first 
to curtail production if the price falls and shows signs of remaining 
low. Those whose costs are low will stand a considerable fall 
in price before discontinuing or seriously curtailing production. 
Any fall in price would presumably induce the marginal producers 
to curtail production, but not necessarily those who are producing 

1 The ideas embodied in this article are not wholly new. Previous discussions 
of the incidence of taxes, particularly those of Professor Edgeworth, on the “‘ Pure 
Theory of Taxation,” as well as those of the present writer on the shifting of 


taxes, have made use of the same method of reasoning. The writer believes, 
however, that the present article contains a new synthesis. 
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at a cost which is lower than the marginal cost. Some of the 
commodity might therefore continue to be produced even though 
the price were relatively low. Some curtailment would take place 
unless there was a prospect of quick return to the old price. 

The varying costs, as thus understood, of different parts of 
the supply of a given commodity, are factors which help to 
determine the supply. This may be represented by the familiar 
supply curve, samples of which are curves a b in Diagrams I, 
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II, III and IV above. In other words, the term supply curve 
becomes identical with the term cost curve as we have defined it, 
and the two terms may be used interchangeably. 

It is assumed that price tends to a normal level or equilibrium 
under which it induces producers to continue producing as much 
as it induces consumers to continue consuming. The equilibrium 
price level is represented by the line d 6 in each of the diagrams, 
the demand curve being represented by the curve c e b. 

The supply curves in these four diagrams may seem to show 
increasing rather than constant or diminishing costs unless care 
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is taken to explain exactly what they mean. In reality, they are 
not calculated to represent, nor do they in fact represent, anything 
as to the economies or lack of economies of large-scale production. 
They merely represent the fact that, on a given scale of production, 
some units of the supply are likely to cost more than others, or that 
it does not require so high a price to induce the continued pro- 
duction of some units of the future supply as is required in the 
case of some other units. Whether the more costly units are 
produced in large or small establishments, or whether the cost 
curve would be higher or lower if production were carried on on a 
different scale, is not shown in any of these supply curves. The 
more expensive units are supposed to be near the right end of the 
curve, and the less expensive units near the left end, regardless 
of where or by whom they are produced. If, on a given scale 
of production, some units of the supply cost more than others, 
a fall in the price to the producer might cause the producers 
of the more costly units to stop producing, or to curtail their 
production without stopping or curtailing production by producers 
that can produce at a lower cost. 

If, on a given scale of production, all units of the supply were 
produced at exactly the same cost—in which case the cost curve 
would have to be a horizontal line—-the supply might be said to 
be perfectly elastic. That is, a fall in price below the cost of any 
part of the supply would be below the cost of every part of it. 
This would eventually cause a complete cessation of production 
unless the price should again rise above the cost of production. 
The equilibrium price, in such a case, would be equal to the cost 
of every part of the supply, and the lines d b in each of the diagrams, 
representing the equilibrium price, would coincide with the line 
a b representing the supply curve. 

The fundamental theory covering every special item of cost 
will be presented first, and some explanations to cover special 
variations will come later. To avoid cumbersome phraseology, 
one special form, namely, ocean freight charges, will be chosen 
as typical of all in the presentation of the fundamental theory. 
The question may be put thus: Are freight charges paid by the 
producer, by the consumer, or by both? If by both, in what 
proportions? The general answer is, that it depends upon the 
commodity on which the new charge is laid, or, more specifically, 
upon the ratio of the elasticity of the supply of the commodity 
to that of the demand for it. 

An elastic demand is generally understood as being a demand 
such that a slight variation in the price will induce a large variation 
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in the amount purchased, a slight rise in price causing a con- 
siderable decrease in the amount purchased, and a slight fall in 
price causing a considerable increase in the amount purchased. 
An elastic supply might almost be defined by paraphrasing the 
definition of an elastic demand, but, somewhat more accurately, 
by saying that it is one that responds vigorously to slight varia- 
tions in price, a slight fall in price causing a considerable reduction 
in the supply, and a slight rise in price causing a considerable 
increase in the supply. An inelastic demand is, of course, the 
opposite of an elastic demand, and an inelastic supply the opposite 
of an elastic supply. 

There are many factors that determine the degree of elasticity 
of both supply and demand, and these will be discussed in some 
detail later in the article For the present we may represent 
different degrees of elasticity of both demand and supply, by the 
four diagrams already referred to on p. 577. Diagram I represents 
a case where the demand is highly elastic and the supply highly 
inelastic. The flatness of the demand curve c e } indicates that 
if the price level d b were raised slightly it would occasion a con- 
siderable falling off in the amount purchased, while the steepness 
of the supply curve a b indicates that the price level d 6 might fall 
considerably without causing a very great decrease of production. 
Diagram II represents the case of a commodity whose demand 
is highly inelastic and whose supply is highly elastic; Diagram III 
a case where both supply and demand are highly inelastic, while 
Diagram IV represents a case where both are highly elastic. In 
somewhat different language it might be said that the degree of 
inelasticity depends upon the amount of “rent” enjoyed by 
producers on the one hand and consumers on the other. 

In each of the four cases, let us assume that a new item of 
cost, when the article is delivered on the home market, is added 
in the form, say, of higher ocean freight rates. This added cost 
may be assumed to raise the cost curve from the solid curve a b 
to the dotted curve ge. This addition tothe total cost of each 
unit of the supply must result, of course, in a new equilibrium 
price. The old price would not, presumably, induce as large 
a delivery on the home market, but would induce as large con- 
sumption, and the balance of production and consumption 
or the equilibrium of demand and supply would be destroyed. 
The balance could be restored by a higher price, but it would 
have to be only a little higher in the case represented by Diagram I 
to decrease consumption sufficiently to balance the decreased 
production. In other words, in a case of this kind most of the 
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new freight rate would be borne by the producers and only a little 
by the consumers. 

In Case II the opposite result would follow. If the price 
remained the same as before the new charge was added to the cost 
of delivery, it would drive large numbers of producers out of 
business. The demand, however, is so inelastic that most of the 
new charge could be added to the price without occasioning very 
much falling off in consumption or in purchasing. The new 
equilibrium price would be so much higher than the old one as to 
throw most of the new cost upon the consumers and very little 
of it on the producers. In other words, the producers could 
shift most of the new cost on to the consumers. 

Case III presents an interesting possibility. The demand is 
so inelastic that consumers would buy almost as much as before, 
even though the price were considerably higher. At the same time 
the supply is so inelastic that the producers would produce almost 
as much as before even though the price to themselves were much 
lower. So far as the shifting or the incidence of the burden of the 
new charge is concerned, it is about an even thing as between 
producer and consumer. The burden is shared between them. 
But the case presents an interesting possibility for the taxer, 
the fixer of ocean freight rates, and others who have it in their 
power to determine any of these special charges or costs. Here 
is a good source of revenue. Here is a commodity that will 
stand a heavy charge and yield large returns in the way of taxes, 
import duties, freight rates, etc. Charging what the traffic will 
bear would result in heavy freight charges on such a commodity. 
No conceivable tax or charge would be prohibitive. 

Case IV, however, is of quite the opposite sort. If the price 
is raised to the consumers, they will stop buying in considerable 
numbers. If the price is lowered to the producers, they will stop 
producing in considerable numbers. Anything but the most 
moderate tax or charge would tend to be prohibitive. A tax 
on such a commodity would not be very productive of public 
revenue. A higher freight charge would not yield much income 
and might even decrease it. In short, any considerable item of 
new cost would tend to kill such a business. 

In view of these results, it is of the greatest importance that 
those who are charged with the work of fixing freight charges, 
levying taxes, determining tariff rates, insurance rates, wage 
rates, etc., etc., should try to understand the principles involved, 
if they can, and that they should also be able to determine in 
which of the four classes any commodity with which they are 
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dealing happens to fall. This cannot be determined without 
understanding first the factors that determine the elasticity of 
the demand for a commodity, and second, those that determine 
the elasticity of the supply of it. 

The elasticity of the demand for a commodity is determined 
by two main factors: first, the elasticity of the desire which it 
satisfies ; and second, the number and availability of substitutes 
for it. Even if there were no possible substitutes for either, the 
desire for one commodity might be somewhat more elastic than 
that for another. The desire for coffins would probably be pretty 
inelastic if there were no substitutes or alternative methods of 
burial. The demand for a particular kind of a coffin, however, 
might be somewhat elastic owing to the fact that there were other 
kinds to be had, but this involves the possibility of substituting 
one kind for another. The desire for drugs that are only used as 
medicine is probably inelastic, as is also that for such condiments 
as pepper, salt, etc. The desire for articles of consumption that 
are rigorously prescribed by fashion is perhaps the most inelastic 
of all, yet in all these cases the difficulty or impossibility of finding 
substitutes complicates the problem. As a matter of fact, the 
factor of substitution is so important, and the sheer elasticity of 
the desire itself is so unimportant, that we may for all practical 
purposes ignore the latter and give all our attention to the former. 
In most cases of elastic demand, the elasticity is due mainly, or 
almost wholly, to the availability of substitutes. 

Substitutes are of various kinds. We may divide them, first, 
into classes—complete substitutes and partial substitutes. Com- 
plete substitutes are commodities of the same kind and quality, 
that satisfy the same desire and satisfy it just as well as the ones 
for which they are substituted. Objection may be raised to the 
term complete substitute as thus defined on the ground that it 
is not a substitute at all but the same commodity. The objection 
has some validity, but it is within the bounds of reasonableness 
to speak of Canadian wheat as a complete substitute for home- 
grown, or for home-grown as a complete substitute for Canadian. 
At any rate it is clear that the demand for one is highly elastic 
if an abundance of the other is available. An added freight 
charge on one and not on the other will make it difficult to force 
the consumers of the one to bear the cost in the form of a higher 
price. 

The same remark would, of course, apply to a tariff duty on 
the one with no corresponding increase in the cost of the other. 


It would be difficult to force the consumers of the one that paid 
No. 136.—voL. XXXIV. QQ 
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the duty to pay a higher price for it if the other could be had in 
sufficient quantities at the old price. Of course much would 
depend on how much of the other was available or how much it 
would increase. This applies equally well to any foreign product 
that pays a duty when there is a home product of virtually the 
same quality that has been already competing with it on practically 
equal terms and which may be considerably increased. In such 
a case the demand for the foreign product is likely to be very 
elastic. Even if the home product is a complete substitute for 
the foreign product, if there is only a little of the home product 
available, of course the price of both the foreign and the home 
product may increase as a result of the import duty. The 
possibility of an indefinite increase in the home product involves 
the question of the elasticity of the supply of it. Here we have a 
doubly complicated problem in which the elasticity of the supply 
of the home product is a factor in the elasticity of the demand 
for the foreign product, but this is only one of the many phases 
of the “ law of substitution.” 

Partial substitutes are of every kind and degree. Some are 
almost complete substitutes and some are very indirect. Rye flour, 
corn-meal, and potatoes approximate closely to complete substi- 
tutes for wheat flour. An automobile is an indirect substitute for a 
piano or a trip abroad. It does not satisfy the same desire, but it 
satisfies an alternative desire, or it furnishes an alternative avenue 
for the expenditure of money. Even these indirect substitutes, 
or alternative forms of consumption, contribute something to the 
elasticity of the demand for any one of them. In general it may 
be said that the multiplicity of commodities now offered on the 
market tends to make every demand somewhat more elastic than 
it would be if there were fewer things to be had, or fewer oppor- 
tunities for spending money for things that satisfy desires of 
various kinds. That being the case, it follows that it is becoming 
increasingly difficult to shift a special charge or cost, added to the 
cost of any one of them, on to the consumers. If the new cost is 
added also to all of the substitutes, it is easier to shift it on to the 
consumers because they then have no alternative but to leave the 
desire unsatisfied. The inelasticity of the desire itself is not then 
compensated by the choice of substitutes. To be sure, the 
increasing number of opportunities for productive investment and 
remunerative employment may be tending also to make the 
supply of every commodity more elastic, in which event there are 
fewer and fewer cases to which Diagram III applies, and more and 
more to which Diagram IV applies. 
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The elasticity of the supply of a commodity is determined 
mainly by the number and character of the alternatives that are 
available for the producers if they stop producing it. The 
supply on a special or limited market is likely to be highly elastic 
if there are other markets, equally good, that are capable of absorb- 
ing the entire supply. If any restriction or special cost is imposed 
on a product in a local market, the supply on that market will, 
of course, prove very elastic if the producers can sell on other 
markets. Here the alternative available for the producer is 
exceptionally good. The supply on a world market, or on the 
total market for any commodity, is less elastic than the supply 
on any part of that market. 

When there is no alternative market on which the producer 
can sell a given product, his best alternative is to produce some- 
thing else if he is so situated as to do so without considerable 
loss. If there is no such alternative open to the average producer, 
the supply is likely to be relatively inelastic. A large part of 
the wheat crop of the world, for example, is produced on land that 
is too dry for other crops for which there is a world-wide demand. 
If the price of wheat falls, the growers of most of it, that is, those 
that grow it on dry lands, have no other alternative but to stop 
farming. Only those on the very poorest or driest lands will do 
so unless the fall in price is considerable. If all the wheat of the 
world were grown under such conditions, the supply of wheat 
would be very inelastic. Some of it, however, is grown on moist 
land that is suitable for many other crops, such, for example, 
as Indian corn, or grass and beef. If the price of wheat falls to 
the producer, those that grow wheat in the humid belt can turn 
to other crops. This fact adds to the elasticity of the supply of 
wheat. 

In attempting to decide in which of the four classes, as repre- 
sented by the four diagrams on p. 577, a given commodity falls, 
we must find out what other alternatives are available to the 
consumers on the one hand, and the producers on the other. 
If the consumers of a given commodity have many other alter- 
natives due to the availability of large numbers of good or direct 
substitutes, a special charge or addition to the cost of the commo- 
dity in question cannot be easily shifted to the consumers, unless 
there is a similar addition to the cost of the substitutes. If the 
charge is added also to the cost of every available substitute, 
the shifting is easier because then the consumers have fewer 
alternatives. Ifthe producers of the commodity in question have 


few other alternatives, either in the form of other markets for 
QQ2 
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the same product, or of opportunities for the production of other 
commodities, and if those other alternatives are not so very good, 
the supply will be inelastic and the producers cannot shift much 
of the cost. In short, this is the case represented by Diagram I. 

If the consumers of the commodity in question have few 
alternatives, and those not so very good, they will have little 
power to resist a rise in price, and a large part of the special charge 
or additional cost can be easily shifted on to them. If at the 
same time the producers have many and excellent alternatives, 
they cannot be made to bear much of the extra charge or cost. 
This is a case represented by Diagram II. 

Again, if neither producers nor consumers have any good 
alternatives the case is represented by Diagram III. It is a case 
that will make the tax-fixers’, the freight rate-makers’ and the 
wage-adjusters’ mouths water. A high rate can be charged 
without greatly repressing the industry that produces the com- 
modity. Finally, if both consumers and producers have many and 
excellent alternatives, any considerable addition to the cost will 
tend to be prohibitive. It comes under Diagram IV. 

In the case of a wage increase, one of the possible alternatives 
open to the employer is the substitution of the products of past 
labour, inventiveness, thrift, and enterprise, in the form of 
machinery, for some of the present labour whose cost is increased 
by the wage advance. If the wage increase applies also to the 
labourers who work in the shops where the machines are made, 
so that the machines may cost more, the alternatives of the 
employer is not so good. This, however, is like any other case 
of substitution. If the increased cost applies to all the substitutes 
for a given thing, the elasticity of the demand for it is not so 
great as it is when the increased cost applies to the thing in 
question and not to the things that may be substituted for it. 
In short, if the wage advance applies only to the labour that is 
using a given type of machinery, the employer has the alternative 
of using more machinery. Even where there is an increase of 
wages in the shops that make the machinery, there still remains 
the opportunity of the capitalist to “‘ cash in” on his peculiar 
function, namely, the co-ordination of labour that is performed 
at different times. American farmers, for example, find it to 
their advantage to use more machinery when farm labour is 
expensive, even though factory labour is also expensive. The 
more expensive manual labour becomes, the more profitable 
it becomes to exercise all those faculties that economise manual 
labour. The inventor and the investor are both called into action 
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when past labour and present labour are co-ordinated through 
the use of machinery. 

The case of a wage increase in a given industry presents a 
peculiarly complicated problem. There is, first, the question 
whether such a wage increase will really add to the cost of the 
product of the industry.. Here the possibility of introducing 
substitutes for present labour in the form of the products of past 
labour, inventiveness, thrift and enterprise in the form of 
machines, comes in. In the second place, we have to consider 
whether, in case there is an increased cost of production, that 
increased cost must be borne by the business itself or whether it 
can be shifted to the buyers of the product in the form of a higher 
price. The main part of the present article is a partial answer 
to this question. 

There is still another aspect of this question of increased cost 
due to higher freight rates, wage advances, etc. Suppose that 
the business is making abnormally large profits, cannot the wages 
come out of profits without being shifted to the buyers of the 
product? If this means that some producers are making large 
profits and some are producing at the margin, or at a cost that 
approximates to the equilibrium price, the question is answered 
in our discussion of cases of inelastic supply. Curve a b in 
Diagrams I and III represent such a case. 

If the question presupposes that there really is, strictly speak- 
ing, no equilibrium price, or that even the most costly part of the 
actual product is produced at a cost distinctly below the actual 
price, we have a case of monopoly, since nothing short of a 
monopoly would keep producers from increasing in number, 
or increasing their output until the price and the marginal cost 
would coincide. In the case of a monopoly that maintains a price 
distinctly above the cost of the most expensive part of its product, 
it might have to carry an additional cost without shifting it on 
to the consumer, but even this is doubtful if the monopoly is left 
free to fix its own price without any Government regulation. 
To begin with, the elasticity of the demand for its product would 
still be a factor even though the normal elasticity of the supply 
is eliminated and monopolistic control of the supply is substituted 
for it. If the demand for the product is highly elastic, the mono- 
poly would find it more difficult to raise the price, because to do 
so would cut down its sales and compel it to produce on a smaller 
scale, and sometimes, at least, at a higher cost per unit. If, 
however, the demand for its product is highly inelastic, it would 
be easier to shift the increased cost to the buyer. 
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The question of the incidence of increased costs to a monopolistic 
producer involves the whole problem of monopoly price. Even 
this problem of monopoly price, apart from all questions of special 
costs, is partly a question of the elasticity of the demand for the 
product of the monopoly. It is generally understood that mono- 
poly price is that price that will yield the monopoly the largest 
clear profit on its whole business. If a monopoly has already 
succeeded in finding that price, which we may call the monopolists- 
optimum price, and then has to incur a new cost, it may have to 
readjust its price level to secure the largest clear profit on its 
whole business, or in order to find the new monopolists-optimum 
price. This becomes a practical certainty if we assume that the 
new cost is so great as to wipe out all its profits if it continues 
to sell at the old price. The more nearly the new cost comes to 
wiping out all profits the more nearly certain it is that a new price 
will have to be found. Theoretically, even the slightest increase 
in cost should occasion some recalculation to establish a new 
monopolists-optimum price. 

Still another problem presents itself. Suppose the production 
of a given product is in the hands of a monopoly, but instead of 
the monopoly fixing its own price, the price is fixed by Govern- 
ment authority, while the monopoly is free to produce or not as 
it chooses. Can it then be compelled to bear the incidence of a 
new cost, such as a rise in wages, tax on production, or higher 
freight rates? So long as the new cost leaves some profit on each 
and every unit of product, the old price may be maintained 
without curtailing production; otherwise not. Obviously if 
some part of the product is produced at a loss the monopoly 
would find it advantageous to stop producing that part. 

An interesting, even a startling, conclusion is forced upon us 
when we consider an extreme case of monopoly that is operating 
under increasing returns or diminishing costs from large-scale 
production. In an extreme case of this kind in which the cost 
of production grows continually less as the scale of production 
grows larger, and continuously higher as the scale of production 
becomes smaller, the marginal unit is produced at the lowest 
cost, or more accurately, the first curtailment of production would 
cut off the production of those units that cost it least. At a 
fixed price the profit on the marginal unit would be greater than 
on any other. 

At this point the objection may be raised that all units are 
produced at the same cost, and that if the cost of the marginal 
units is reduced, the cost of all units is reduced correspondingly. 
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Both statements may be true since they are not contradictory. 
In a case of this kind, if the price-fixer made the price below the 
cost of any part of the supply it would necessarily be below the 
cost of every part of the supply. The monopoly could not save 
itself from loss by curtailing production, because to do so would 
increase the cost of every unit and increase the loss. The only 
alternative for the monopoly is to increase the scale of production 
or stop producing altogether. If, by increasing the scale of 
production, it could lower the cost below the established price, 
and could sell the whole product, that would be the better choice. 
If it could not, the better choice would be to go out of business. 

This may be made clear by the following diagram, which 
represents the cost of production when production is carried on 
by a monopoly that is not yet producing on a scale large enough 
to give the maximum economy of production. In other words, 
as the scale of production increases, the cost per unit falls. 
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Let the scale of production be represented on the line O X, 
while the cost per unit is represented by the line O Y. If the 
number of units produced is represented by O c¢, let it be assumed 
that the cost per unit is represented by the line O a, and the total 
cost by the rectangle O a b c. When the number of units is 
increased to O f, let it be assumed that the cost per unit falls 
to O d, the total cost being represented by the rectangle Ode f. 
But the line e f, while it represents the average cost, does not 
represent the marginal cost. The additional cost of the quantity 
O f over that of the quantity O c is not the rectangle c i e f, but 
the rectangle cg hf. The marginal cost is represented, as nearly 
as it can be on a diagram of this kind, by the line h f rather than 
by the line e f.. 

If, under the condition of a fixed, or official price, the monopoly 
had to incur a new cost that wiped out the profit on the marginal 
and most profitable unit, the same new cost would necessarily 
wipe out the profit on the whole product. If, at the fixed price, 
the monopoly could not produce the marginal unit at a profit, 
it certainly could not eliminate the marginal unit and produce 
on a smaller scale at a profit. In short, a cost that would cause 
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it to cut off its marginal unit would compel it to stop producing 
altogether. In other words, the price-fixer could compel the 
monopoly to bear the incidence of such a cost provided it were 
not heavy enough to drive it out of business altogether. As a 
matter of fact, however, a typical monopoly operates a number of 
plants. It is extremely improbable that the cost of production 
would be the same in every plant. In that case, a new cost might 
cause it to suspend production in the less efficient plants, while 
continuing in the more efficient. 

The following question may be raised : suppose the production 
of a given commodity is not monopolised but is carried on by a 
number of competing concerns, each one of which is producing 
on too small a scale to secure the maximum economies of large- 
scale production, or each one of which could produce and market 
at a lower cost per unit if it could produce and market on a larger 
scale, what would then be the incidence of a new or special cost 
applied to every producing concern? It is impossible to say. 
The answer is not very important, because such a condition can be 
only temporary. It inevitably leads either to a monopoly or to 
such a reduction in the number of competing concerns as to 
enable each one to produce ona scale that will secure the maximum 
economies of large-scale production. In either case, the answer 
is contained in the foregoing discussion. During the temporary 
period of instability, when there really is neither an equilibrium 
price nor a monopolists-optimum price, the question of the 
incidence of a special cost cannot be answered. 

This article has been designed to throw light on the problem : 
Who bears the burden of extra costs, such as extra freight charges, 
taxes, tariff duties, etc.? Another question of a similar nature 
is: Who gets the benefit of a reduction of any of these items of 
cost? The answer to this question in the case of any commodity 
is a corollary of the answer to the other, and will present no 
difficulty to anyone who has followed the writer’s reasoning to the 
bitter end, or who, without having done so, is able to answer for 
himself the question which this article was designed to answer. 

T. N. Carver 











SIR THOMAS GRESHAM AND THE FOREIGN EXCHANGES 


THE modern Bill of Exchange is the product of a long process 
of evolution extending back many centuries, in the course of 
which many changes have occurred both in the details of exchange 
mechanism and in the theoretical structure based upon it. An 
attempt is here made to outline this mechanism and theory at 
one stage in their evolution. 

By the middle of the sixteenth century Antwerp had achieved 
among the centres of exchange business a position second to 
none, owing to a variety of circumstances. The first of these 
was the changing geographical conditions which caused the 
Italian ports and the fairs of South Germany and France to give 
place to the Atlantic ports and marts as the chief clearing-houses 
of the trade between the East and Northern Europe. Another 
reason was the policy of free trading facilities which induced nearly 
all the most prominent international business interests to maintain 
permanent agencies there. Even the Portuguese Indian monopoly 
was unable to maintain Lisbon as its distributing market. The 
bulk of the buying there would appear to have been on behalf 
of wholesale houses who afterwards disposed of the goods in the 
much better market of Antwerp. 

The capital thus made available at Antwerp is strikingly shown 
by the rise of its money market, where facilities for borrowing 
were better than anywhere else. This was discovered in the 
*forties of the sixteenth century by nearly all the European 
princes, including our own King Henry VIII. The following 
observations are gleaned from a study of the manuscript corre- 
spondence, now in the Record Office and the British Museum, 
relating to the loans raised in Antwerp for the English Crown 
between 1544 and 1570—by which time political turmoil had 
practically ruined the town. This correspondence illustrates, 
not only the character of exchange business, but also the views of 
various Government agents and advisers on the Theory of 
Exchange and the best methods of control. 

The market was of an advanced type, and aroused the admira- 
tion of the English agents. It was unique in possessing a building 
(referred to as ‘‘ the Burse ”’) in which the merchants met, and 
which Sir Thomas Gresham imitated when building the first 
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Royal Exchange in London in 1566—prior to which there was 
here no better market than the pavement of Lombard Street. 
Upon this Bourse was focussed all the business of Antwerp, with 
all its resemblance to modern commerce and all its difference. 

The most distinctly medieval element was the coinage, the 
condition of which was a serious handicap to commerce, especially 
as there were no banks to relieve the ordinary merchant of the 
labour of dealing with it. Every settlement of debt had to be 
made in coin, and in the case of the loans referred to in this article 
it is a common thing to read of the counting of the money taking 
weeks, owing to the number and variety of the coins to be checked. 
The quality also of many currencies (e.g. English between 1544 
and 1561) made this a very anxious business, as a little unwariness 
in accepting coins might cause a big loss. One of the agents of 
Henry VIII even had to protest against the suggestion that he 
ought to weigh every piece. 

The prevalence of bad money led the Flemings to devise as 
a remedy the official valuation of certain coins, which were 
designated “‘ Permission ”’ or ‘‘ Valued” money. It was custom- 
ary to stipulate for payment of bills of exchange and repayment 
of loans in permission money; two-thirds in gold and one-third 
in silver. This money, therefore, was usually at a premium 
varying from } per cent. to 2 per cent. or 3 per cent. and higher 
at times of pressure. 

There was a much more modern appearance in Foreign 
Exchange, though it had a much simpler structure than now. 
Foreign bills did not often pass from hand to hand, and specialists 
in Discount and Acceptance seem to have grown up subsequently, 
though the difference made by this was largely a matter of 
names, as much the same result was achieved. Every money 
market consisted of merchants in need of money, others with 
money and in need of foreign credit, and brokers. The number 
and importance of the last implies a high degree of specialisation, 
although they were not without their tinge of the medieval, 
as they were often made instruments for the official control of 
foreign traders,1 but there is abundant evidence that they did not 


1 It was, apparently, an important concession which the city of Bruges made 
to the English merchants of the Staple in 1559, when it was agreed that the 
latter should be free of brokers when buying. It was asserted in 1562 that in 
most foreign countries no “stranger” bought or sold except through a sworn 
broker, and the English Statute Book contains a number of regulations of similar 
import. Such arrangements were general, being due to the universal prejudice 
against foreigners. (State Papers Domestic, Addenda 1547-65, Eliz. IX, 27; 
ibid. XI. 73.) 
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lack legitimate employment. Dealings in Bills of Exchange 
without the intervention of a broker were exceptional. The 
English agents invariably include brokerage in their statements, 
whether they are borrowing money on interest (‘‘ taking it up 
on interest’ is their usual phrase), selling Bills of Exchange 
(‘‘ taking up money by exchange ’’), buying Bills of Exchange 
(“ delivering money by exchange”’), effecting insurances, or 
buying stores. The rate varied from 4s. 2d. per cent. (4d. in 
the £) to 20 shillings per cent. 

Procedure was straightforward. The merchant needing 
money offered through his broker a bill on his (the borrower’s) 
factor in, say, London. It was bought through another broker 
by someone needing money in London, who at once sent it over 
to his own factor there, who presented it for acceptance. Pre- 
sumably the agent on whom it was drawn had a standing arrange- 
ment for such accommodation, unless the bill was actually drawn 
against goods.2, He would therefore accept the bill and prepare 
to meet it at the stated time. For this there had grown up 
certain usances which varied with the distance the bill had to 
be sent, or according to local custom. Between London and 
Antwerp, usance was one month. Between London and Seville 
it was two. Bills were commonly drawn at sight, so many days 
after sight, usance, half usance, or double usance. They were 
sent in duplicate or triplicate (sometimes quadruplicate or more) 
by different posts for greater certainty of delivery. 

The form was: 


At usance pay by this my first Bill of Exchange, my second 
not being paid, unto George Wolfe or the lawful bringer 
hereof the sum of £100 sterling in money current, for 
merchandise and for the value thereof received here, and 
put it to mine account, and make sure payment at the day. 


The bill would appear to have had no further history until it 
matured. If its holder were short of cash he would supply 


1 Exceptional enough to receive special mention in the Italian merchants’ 
petition quoted below. 

2 The majority of the bills surviving in the papers on which this is based are 
purely financial bills and have no relation to trade. The English Government 
paid its foreign agents by authorising them to draw upon its financial agent in 
Antwerp (or by ordering him to send bills on local merchants to them), and 
Sir Thomas Gresham often obliged travelling nobles with the loan of his credit 
in the same way. The example given below comes from a letter sent by Richard 
Clough, Gresham’s Antwerp factor, to Thomas Cecil’s tutor, explaining how to 
draw a bill. Clough runs more to words than did most merchants, (State 
Papers Foreign, 1563, 23.) 
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himself in Lombard Street, by selling a new bill on his own foreign 
agent. At maturity the drawee would meet it (or have it “‘ pro- 
tested ’’ and be therefore ruined), either out of a balance to its 
drawer’s credit in his books, or by selling a bill on the latter, 
and so returning the indebtedness to its source. This last was 
the process of “‘ rechange.”’ 

*‘ And so,” proceeds a memorial presented to a Royal Com- 
mission in 1576, “in the time of a usance of Antwerp, a usance 
of Venice or a Fair of Lyons, the matter might be compassed with 
little loss, and they (the petitioners’ principals in Italy) might 
help themselves with their money of their wares long before it 
were due.” 1 The same petition also explains how in the case 
of “‘ outward commissions’ the factors who were instructed to 
buy, received the money entirely by exchange, either by means 
of a bill sent them from abroad, or by their own bill drawn on 
their principals; further, the exchange enabled a merchant to 
keep all his capital employed, and yet pay his debts promptly 
by taking up money for Antwerp or wherever he had goods for 
sale; any interference with the cost, or the liberty of exchang- 
ing, would compel him to contract his operations in order to 
keep a reserve of money by him. 

It was only to be expected that attempts would be made to 
subject the exchange to control. The means employed were, in 
the absence of clear ideas on economic theory, necessarily arbi- 
trary and generally bad in their effect. They were. in fact, 
historically, the regulations of the money-changing business 
applied to Foreign Exchange, and were inseparably connected 
with the Mint regulations. For a long time the offices of Keeper 
of the Royal Exchanges and Master of the Mint were combined 
in the hands of one person. 

The purpose of the control of money-changing was to prevent 
the export of English coin, in order to maintain its standard. 
The method was to establish fixed exchanges which all travellers 
were required to use, and where money was changed or gold and 
silver bought at rates fixed by the Government. Thus deprecia- 
tion of the English coin was believed to be prevented, and at 
the same time precautions could be taken against breaches of 
the law against carrying oversea more than a limited sum of 
money. The almost continuous series of proclamations against 
unauthorised exchanges shows, however, the failure of the policy, 
or suggests that Bills of Exchange were regarded as a means of 


1 Remonstrance of the Italian Merchants in London against the Imposition 
and Order set upon the Exchange : printed by Schanz, II. 642. 
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evading the law, and of passing coin to and fro invisibly. The 
suggestion that Foreign Exchange and money-changing were 
regarded as one problem becomes certainty in 1508, when the 
Keeper of the Exchanges was styled “‘ Custos Cambii, Escambii, 
et Recambii,” and more clearly in 1509 when that official, under 
the title ‘“‘ Keeper of the Exchange between England and Foreign 
Parts,’ was directed to take all the money which travellers or 
merchants required to send abroad, giving in exchange Bills of 
Exchange on the centres they named.!_ Henceforward, Exchange 
clearly meant Foreign Exchange proper, but at first there was 
no alteration in the official method of control, which still relied 
on monopoly or prohibition, and regarded Foreign Exchange as a 
means of exporting gold and silver. There were strong influences 
at work, however, to secure freedom of exchange. In 1538 
Sir Richard Gresham protested that ‘‘ For lack of exchanges I do 
suppose there will be some conveyance of gold. . . . I am sure 
that these exchanges and rechanges do much to the stay of 
the said gold in England.” 2 Imperceptibly, such views worked a 
change in the balance of opinion, until in Elizabeth’s reign little 
more was attempted than the maintenance of a favourable Rate 
of Exchange. The official method of doing this still tended to be 
by Proclamation, and numerous ‘“ Projectors’? came forward 
from time to time, each with a cut-and-dried scheme for his own 
appointment as ‘ Chicf Broker for Strangers” or similar post, 
in which capacity he guaranteed to prevent negotiation of Bills 
of Exchange at rates less than the True Value of English coin in 
foreign money.’ The agitation produced in 1575 a Royal Com- 
mission, and the appointment of Lord Burghley as Keeper of the 
Exchanges for twenty-three years. The chief interest of the 
episode attaches to two Memorials presented to the Commission 
by Italian and English merchants of London.’ The former has 
already been drawn upon for details of exchange practice. It 
concludes with remarks on the Rate of Exchange, to the effect 
that this is fixed on the market by the plenty of Deliverers and 
Takers (i.e. by Supply and Demand), and that if sometimes they 
accept a rate which represents less than the true value® of the 


1 Macpherson, Annals of Commerce, II. 31, 35. 

2 Cott. MSS. Otho E 10, 45. 

3 State Papers Domestic (addenda) Eliz. IX. 47; XXIV. 45. State Papers 
Domestic, Eliz. CVI. 6. 

4 Both printed by Schanz, loc. cit. 

5 This phrase means Metallic Par, and is characteristic of the general attitude 
of the time towards exchange. It compares with the parallel conception of 
Just Price. 
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English coin they are very sorry and would gladly it were other- 
wise; a truism which was not regarded as such by the ultra- 
patriotic English at the time. The English remonstrance is 
shorter and dwells on the legal aspect. It points out that the 
wording of the ancient statutes which were cited as authority for 
the revived control policy proves that they referred only to the 
“‘ public exchangers ancient, called Lombards,’’ who keep open 
shop to exchange gold for white money or strange coin for native. 
The proof is that the statutes lay down the true value of the 
foreign coin in English money, ‘‘ which consideration has nothing 
to do with exchange as we do use it.” These men were not far from 
the light, but it was to be some time yet before their conception 
became as articulate as the older one which they here deny 
without being able to support their own with logical force. Their 
champion appeared in the reign of James I, when Edward Missel- 
den published his “‘ Free Trade” and “ Circle of Commerce,’’ 
against which the dying theory raged in the shape of Gerard de 
Malynes’ vituperative publications. 

Meanwhile the Government had already turned away from the 
theorists, and for over twenty years followed the advice of a 
practical merchant in its exchange policy. This was Sir Thomas 
Gresham, who discredited all idea of direct interference with the 
exchange, and appears to be the first to rely on the manipulation 
of the market for the purpose of keeping up the rate. His 
opportunity arose from his employment as agent to the English 
Crown in Antwerp, where for over twenty years he had charge of 
the whole of the financial interests of his sovereign, both in the 
matter of the borrowing, prolonging and repayment of loans, and 
in the spending of the proceeds upon munitions of war, secret 
service and other business. 

It must be understood that the service of these loans involved 
much greater operations in exchange than that of their modern 
prototype, because of their essentially temporary character. 
There was no investing public. The money was lent entirely by 
the big financiers, who treated the loans as speculations, and 
expected to turn their capital over at least as often as in business, 
while if at any time commerce offered better openings, they 
expected to transfer their money without difficulty. Thus the 
longest-dated loan raised for the English Crown on the Antwerp 
market was for twelve months, and the majority were for six. 
Every six months, therefore, the Crown agents came on the 
exchange (except in the rare cases when they carried out the 
operation in bullion) for enormous transfers of credit between 
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England and Antwerp. Every effort was made to minimise this 
by paying off loans with newly borrowed money, or by prolonging 
loans, but with all allowances the exchange had to carry many 
times the business that would have been involved by payments 
of interest only. 

Sir Thomas was a merchant with considerable opportunities 
for gaining experience in foreign trade. The view of his father, 
Sir Richard Gresham, upon Foreign Exchange has been noticed 
above, and there can be no doubt that he gave his son the advan- 
tage of a long start on the road to clear apprehension of com- 
mercial problems, since we learn that he regarded it as essential 
that Thomas should serve an eight years’ apprenticeship in the 
service of his uncle, Sir John Gresham, though his freedom of the 
Merchant Adventurers was not dependent upon it, he being free 
“by his father’s copy.” 

Like the Italian merchants already quoted, Sir Thomas appre- 
ciated the fact that the Rate of Exchange was governed by the 
amount and character of the business done. His aim was there- 
fore to control this business: to bring it about that in Antwerp 
there should always be a shortage of bills on London for sale, 
while in London there would be more bills than money. He 
would do this by purely financial operations, independent of the 
state of trade, and he did not understand that if he succeeded in 
raising the rate, it would operate upon trade in such a way as 
to counteract his efforts. Not that he failed to realise that it 
would cheapen foreign wares, but he seems not to have admitted the 
consequent stimulus to imports and depreciation of the exchange. 
His letters on this subject, therefore, are a curious mixture of 
sound practical knowledge and unsound or half-correct theory. 

In brief, his aim was to take full advantage of the effect upon 
the exchange of his borrowings in Antwerp while minimising by 
various devices the contrary effect of the repayments. In fact 
by means of one of his devices he believed he could make even 
payments from London to Antwerp serve the purpose of raising 
the exchange. His first precaution was to use the exchange with 
discretion; to pick his times for remitting money, and to do it 
cautiously a little at a time (“‘ by little and little as the exchange 
goeth ’’), so that his own operations never sent the exchange 
appreciably against him. He preferred his operations on the 
open exchange to pass unnoticed when he was remitting to 
Antwerp. In the other case, although he never courted pub- 
licity, he minded it much less, because its effect on the rate was 
what he desired. 
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In transmitting money to Antwerp, besides insisting upon 
what he calls fine practice and secrecy, he preferred as a matter 
of practical convenience to do it by selling bills in Antwerp rather 
than by buying them in London, because, first, of the advantage 
to the Crown in respect of time, secondly because he thus avoided 
risking anything, on the stability of the merchant who effected 
the exchange, and thirdly (and chiefly) because, as mentioned 
above, ‘‘the plenty of money amongst merchants doth cause 
the exchange to fall in London, and here (Antwerp) the plenty of 
money doth cause the exchange to rise. Therefore I would wish 
the King’s Majesty to be at his liberty . . . whereby the merchants 
should be kept hungry of money till opportunity served, whereof 
from time to time I should advertise you.” 1 

In all this he was on solid ground, but his most famous device 
for avoiding the open exchange when transmitting money from 
London was less safe. 

It was based upon the most important of the causes of seasonal 
fluctuations in the exchange—the regular shipments of cloth to 
Antwerp by the Merchant Adventurers. These were made twice 
or three times a year, in fleets of thirty or forty vessels, carrying 
thirty or forty thousand pieces of cloth, worth about £100,000 
to £150,000. The shipments were timed to coincide with one or 
other of the four great annual marts at Antwerp.” These were the 
times when money was cheapest in Antwerp, because they were 
the regular reckoning times, during which merchants were most 
abundantly put in funds by sales of goods, repayment of loans, 
and maturity of Bills. The sales of English cloth naturally 
fostered a concentrated demand for bills on London, which sent 
up the rate. 

Familiarity with this suggested to Gresham the idea of intensi- 
fying it. By administrative action at home the fleet was arrested 
as soon as loaded, and the merchants invited to negotiate with 
the Privy Council for the payment of a large sum to Gresham in 
Antwerp, on the basis of an exchange transaction, the object being 
to get them to pay at a much higher rate in Flemish pounds than 
the market rate. This rate was duly advertised by Gresham in 


1 State Papers Foreign, 1547-53, 653. 

2 Cold Mart—centring round February 20; Paysse or Pasche Mart in May ; 
Singzon or Cinquecen Mart about August 15; and Barnes Mart, November 20. 

3 The exchange between London and Antwerp was always quoted in shillings 
and pence (Flemish) to the pound sterling The Flemish pound contained 20 
shillings (sols) of 12 pence (deniers) exactly as the English. There were no coins 
actually in circulation of the value of £1 or 1 shilling, but the denier was equiva- 
lent to the haif-stiver (20 stivers = 1 florin—a gold coin). 
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Antwerp, in the hope that it would be accepted as a genuine 
quotation, and force up the market rate to correspond. The 
whole operation may be thus summarised from Gresham’s own 
letters. 

(1) The merchants ship at least 40,000 or 50,000 cloths and 
kerseys. 

(2) The plan must be kept secret, and nothing done till all 
the cloths are water-borne. 

(3) A note to be taken from the Customer’s book, of exactly 
what is shipped and “ who be the great doers.” 

(4) Send for the heads of the Company and demand 20 shillings 
sterling on every cloth, this sum to be paid in Antwerp at the 
rate of 25 shillings Flemish to the pound sterling and repaid in 
sterling in London at Double Usance. 

(5) They must not be allowed to bring this price down in the 
bargaining below 22 shillings or as much more as the exchange 
may be in Lombard Street! when the money is paid, since 
Gresham “‘ would in no wise have them accustomed to make a 
profit at Her Majesty’s hands.” 

(6) They must be bound to pay in permission money, as the 
Queen is bound to pay her debts. This is not to be mentioned 
till the rate is agreed ! ? 

(7) This bargain, he says, will “‘ raise the Exchange to a honest 
price. As for example; the exchange in King Edward’s time, 
when I began this practice, was but 16 shill. Did I not raise it to 
23 shill., and pay his whole debt at 20 shill. and 22 shill—whereby 
wool fell in price from 26 sh. 8d. to 16 shill., and cloths from £60 
a pack to £40 and £35 a pack with all other our commodities 
and foreigners’; whereby a number of clothiers gave over the 
making of cloths and kerseys; wherein there was no man touched 
but the merchant, for to serve the Prince’s turn; which appeared 
to the face of the world that they were great losers, but to the 
contrary, when things were brought to perfection, they were great 
gainers thereby.” ® 

The emphasis on secrecy, the hint of sharp practice over 

1 The Lombard Street rate naturally tended to be higher than the Antwerp 
rate, since the interest element on the shortest dated bills was always appreciable, 
and these negotiations were for two-months bills. Generally the Lombard 
Street rate for a bill at usance was 6d. higher than the corresponding Antwerp 
rate. Gresham therefore is insisting upon at least this minimum advance on 
the actual market rate in Antwerp. 

2 Permission money would, of course, be at a premium—especially during 
the fairs, so that this was suppression of an important condition, likely to affect 
the willingness of the merchants to agree to a high rate. 

3 State Papers Foreign, 1558-9, 369. Gresham to Cecil, March 1, 1559. 
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permission money, and the complacency with which Gresham 
regarded the effects upon industry, of falling prices, will be noted. 
It is unnecessary to point out that the improved exchange was 
the effect, not the cause, of this price movement. 

In effect he was making a corner in the money available for 
purchase of bills on London—constituting himself by indirect 
means a kind of Keeper in Antwerp of the Exchanges to London.! 
The result of his action is at least doubtful. The normal supply 
of trade bills on London for which the English merchants would 
otherwise have competed would be starved by Gresham’s corner 
of the bulk of the money from the cloth-sales, and these bills would 
be left to compete for the inadequate residue of the money, thus 
forcing the market rate down rather than up. 

Whether it thus defeated its purpose or no, Gresham’s device 
inflicted a double injury on the merchants. In the first place 
they were obliged to remit home large sums of money, which they 
might conceivably have preferred to keep waiting a little for lower 
rates, or perhaps to employ in Antwerp. In the second place they 
were compelled to give more in Flemish money for each 20 shillings 
sterling than even the seasonally excited market would exact. 
Gresham’s answer to this waslame. He asserted that the cheapen- 
ing of foreign commodities in English money, by the rise in the 
rate of exchange, enabled them in the long run to get more profit 
than he caused loss, and in any case the Queen only took 20 shil- 
lings a cloth, ten at least of which represented their clear profit 
on the sale; while in buying Gresham’s bills they ran no risk of 
default,” and even if the Queen might have to delay payment for 
a time she would allow interest for the delay. 

He realised, however, that they did suffer damage, and he 
staunchly supported their claim to a tightened monopoly to 
enable them to bear the strain. Both against the Steelyard and 
against native interlopers his indignation was strong, and it is 
highly probable that in his talks with his fellow-merchants he 
represented their financial services to the Queen as payment for 
her support against those rivals. 

With regard to his claim to have ruled the exchange, the actual 


1 The organisation of the Merchant Adventurers, while not giving them a 
complete monopoly of trade to Antwerp, gave them a substantial part of it, 
so that if Gresham obtained the bulk of their available money, he would practically 
have a monopoly of the exchanging of money to England. 

2 Though Gresham mentions this nowhere else, and lays no emphasis on it 
here, this is clearly the best justification for charging them a higher rate for an 
exchange through the Queen’s agent than for one through a merchant, whose 
solvency was so much at the mercy of storms and other incalculable factors. 
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course of the available figures does not substantiate it. The 
rise from 16 shillings to 22 shillings certainly took place, but is 
obviously caused from the beginning by the correction of the 
coinage, of which the first and greatest step was taken in 1551, 
when the Teston was called down from one shilling to sixpence, 
and the final step in 1561, when Elizabeth completed her re- 
coinage of silver, and called in the base money. The doubling of 
the metallic value of the pound sterlin.. *n 1551 is quite enough 
to account for an even more rapid rise in «:hange than actually 
took place. The retarding influence was no doubt the slowness of 
*‘ purchasing power ”’ to adjust itself to the new value, and the 
incomplete recovery (only 22s. 6d. instead of 32 shillings) is the 
measure of the strength of established wages and prices to resist 
the cuts which a mere consideration of the metallic content of the 
coinage would have imposed. Even so, the effects were drastic 
enough, as is shown by Gresham’s remark on the price of wool 
and cloth. 

It was not till the spring of 1552 that Thomas Gresham got 
to work on the King’s overseas debt, and he did not try his 
exchange-raising plan until the end of the year. There is 
evidence ! that the exchange had risen to 19 shillings before August 
of that year. By the spring of 1553 it was fluctuating between 
19 shillings and 20 shillings, and by the following autumn it was 
between 22 shillings and 22s. 10d. Under Mary it depreciated 
unsteadily to 21 shillings. Elizabeth found it about that level 
and experienced a fairly steady rise in twelve months to about 
22s. 6d., after which only seasonal variations are noticeable, or 
variations due to the Queen’s borrowing operations, or to panic 
arising out of political conditions. For example, the borrowing 
and transmission to England of £150,000 Flemish in the Cold 
Mart 1560 sent the rate up to 22s. 9d. for about a month; while 
heavy repayments in the summer of that year, along with a panic 
caused by fear of war with Spain (which meant the Netherlands 
also), sent it down to 2ls. 6d. Each of these changes extracted 
from Gresham long statements of theory in which he contrived 
to claim the credit for every improvement, and to throw the 
blame for each set-back on the unpatriotic action of the English 
merchants, or neglect of his advice by the Government, but there 
is no need to look beyond the usual causes affecting exchange for 
the real reasons. 


1 A list of bills sold by Gresham during the summer, in Cott. MSS. Galba B 
XII, 186. The other rates also come from Gresham’s papers, either incidental 
mention in letters, lists of exchange transactions, or his Declared Accounts, 
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In spite, therefore, of the novelty and plausibility of Gresham’s 
ideas, he was really no more successful in controlling the exchange 
than were his contemporaries who relied on more direct means. 
This was perhaps fortunate, as his purpose throughout was not 
stabilisation of the exchange but a continuous forcing up of the 
value of sterling in order to secure the perpetuation of the import 
of gold and silver, upon which he and all his contemporaries set 
such store. To his mind, as to those of modern politicians, the 
delusive advantages of a rising exchange made a strong appeal, 
and like them he was careless of the disastrous effects of the fall 
in prices which necessarily accompanies such a rise. 

There was in 1560 a proposal not merely to control, but 
altogether to stop exchanges, and Gresham fought it with a 
vehemence and conviction worthy of his father. The author of 
the proposal, Mr. Hussell or Hussey, Court-master of the Merchant 
Adventurers, apparently argued that the high rate of exchange 
led only to merchants’ abandoning trade in order to take up 
smuggling of gold and silver, returning their money by exchange, 
with bad effects on Her Majesty’s Customs. Gresham’s reply is 
characteristic. 

“ And likewise, whereas it pleased you, at my last being in 
England, to break with me for the banishing of the exchange ; 
Good Sir, if either my writing or otherwise may be credited with 
you, I would wish you never to consent to the same; for I am 
right well assured it will bring down the exchange, and be the 
only mean that within the space of two years all our fine gold 
and fine silver will be transported and conveyed out of our Realm 
again. And now seeing most evident before your eyes that the 
thing is well, and in such sort with the raising of the exchange, 
we do without doubt rob all Christendom of their fine gold and 
fine silver; and after once brought into the Realm, there it doth 
still remain; and that thereby all foreign commodities and ours, 
with all manner of kind of victual, doth fall to a reasonable price, 
and daily like to be better cheap if the exchange do rise higher 
as it is like to do if it be well foreseen in time; and our money 
merchants sometime to be bridled, and used sometimes for the 
service of the Prince, whereby to keep them in order, that they 
for their own greedy lucre and gain bring not down the exchange ; 
of the which, in King Edward’s time and since in Queen Mary’s 
time, and now in this Queen’s time you have had sufficient proofs 
in that behalf. ... Mr. Hussey, the civilian, hath no more 
understanding of these matters than he that was never brought 
up in it. And likewise, whatsoever you have conceived that in 
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banishing the exchange it should be the only mean to augment 
the Queen’s Majesty’s Custom, I will inform you, Mr. Secretary, 
it will prove clean contrary. As, for example, when men do find 
more profit in carrying home of gold than to deliver by exchange, 
they do not bring home the gold to deliver back again by exchange, 
but only to remain there to be employed in our commodities, for 
that doubtless they do find more profit in the bestowing upon our 
commodities than to deliver back again by exchange; so that 
consequently the exchange being at this rate as it goeth now, 
cannot minish the Queen’s Custom, but wholly augment the same, 
to the great estimation ! of all our commodities within our realm, 
to the great hindrance and stay of all foreign commodities good 
cheap, as likewise to the great enriching of the realm with fine gold 
and fine silver for ever.” ? 

A more complete confession of faith cannot be found in 
Gresham’s correspondence. It is characteristic, too, in its 
empirical and half-accurate expression of theory. He knew that 
an unduly high exchange cheapened imports and yet would not 
admit that exports might be correspondingly restricted, because 
it would not do, in view of the form in which the theory of the 
balance of trade was then held, to acknowledge such a fact. More- 
over, it is certain that he never realised that movements in the 
Rate of Exchange are ultimately the effect rather than the cause 
of changes in price levels. 

It is this incomplete digestion of experience which makes the 
economic experiments of the sixteenth century so strange and 
often futile. Few men had the vast experience of Sir Thomas 
Gresham, and therefore few approached theoretical accuracy so 
closely ; but not even he rose above the rough-and-ready reasoning 


of the age. 
H. Buckiey 


1 Appreciation in value. 
2 To Cecil, March 1, 1560. State Papers Foreign, 1560-61, 84. 
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Is Unemployment Inevitable? An Analysis and a Forecast. A 
Continuation of the Investigations embodied in The Third 
Winter of Unemployment. (London: Macmillan & Co. 
1924. Pp. viii + 388. Price 8s. 6d. net.) 


Tuis book is a most valuable piece of work; and if in any 
way it suffers in comparison with The Third Winter, this is due 
not to the quality of the work, but to the form which it had 
necessarily to take. A prolonged inquiry into every aspect of 
their problem being impracticable, the authors “ preferred the 
method of relying on authoritative opinion to that of attempting 
to investigate every point independently ” (p. v). The volume 
is thus mainly a collection of essays to which the authors’ “‘ Survey 
and Forecast’ (pp. 3-87) forms both an introduction and a 
conclusion. The book, therefore, draws upon a wider expert 
knowledge than The Third Winter did, and, as the individual 
essays are admirable, contains even more work of a high quality. 
But it lacks the sense of unity of its predecessor. 

The answer, which the authors seek, is primarily not to the 
question whether unemployment generally is inevitable, but 
whether the abnormal unemployment of recent years and the 
unemployment that results from the normal trade cycle can be 
avoided. They argue that in ordinary years, which are neither 
specially good nor specially bad, there is, owing to causes such 
as seasonal influences, changes in processes, etc., a total of from 
400,000 to 500,000 men and women unemployed, which figure 
would, at the height of a trade boom, be reduced to about 250,000. 
It is possible, however, that the average unemployment of good 
and bad years may be above the figures for a normal year. Some 
of the proposals made by the authors, such as for reducing the 
trade cycle, may also help to decrease normal unemployment. 
To some extent trade depressions appear to intensify seasonal 
influences; and, so far as this is so, any mitigation of their 
severity will help to reduce seasonal unemployment. 

The authors take a hopeful view of the future of British 
industry, after a survey of the economic position of the country 
and of the future of the world’s trade. They point out that the 
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abnormal unemployment of recent years has already been 
reduced from a maximum of 1,500,000 in June 1921 to from 
600,000 to 700,000, and they ‘‘ do not believe that the abnormal 
unemployment of the last few years will become chronic or 
inevitable.” The immediate future, indeed, is more doubtful, 
depending as it does on the restoration of settled economic 
conditions throughout the world. Growth in the occupied 
population is not very likely to be a serious cause of difficulty. 
Professor Bowley argues, on the contrary, that by 1941 the 
numbers available for employment between fifteen and sixty-five 
will, if emigration is normal, begin to decrease, and, as the 
authors say (p. 9), “‘ the problem fifteen years hence may be an 
insufficiency of labour.” It is possible that the importance of 
the fall in the death-rate is not sufficiently allowed for; since 
while “ there is unlikely to be any important change in the low 
rates already existing for working ages ”’ (p. 360), the great fall in 
infant mortality may largely offset the falling birth-rate, and so 
maintain the numbers who reach working ages. Again, if the 
population as a whole ceased to grow, the natural increase in 
demand might be checked; but this does not appear likely in 
view, among other things, of the marked increase in the numbers 
surviving over the working age. 

The authors speak on the whole with confidence as to the 
efficiency of British industry. Thus, ‘the war has caused 
improvements (i.e. in technique) to develop here, which we 
believe to be as rapid and far-reaching as those of our competitors ” 
(p. 85). This view seems to be supported by Mr. Jeans’ essay on 
the Iron and Steel Trades, and Mr. Horsfall’s on Engineering, 
the latter claiming that “‘ the war has brought about immense 
improvements both in the mechanical equipment and in the 
workshop methods ”’ (p. 280). A less hopeful note comes from 
Coal-mining, in the statement (p. 230) as to many collieries 
possessing funds available and schemes ready for development, 
but being unwilling to carry them out under prevailing conditions ; 
for, after all allowance for their difficulties, this seems to indicate 
that leaders of the industry in recent critical years have failed 
to realise fully their responsibilities either to their work-people or 
to the nation. 

The position in respect of output is also regarded as not 
unfavourable. There has been a great improvement on 1919-20, 
when the low figures were in part due to war weariness. Most 
piece-workers have made good, and more than made good, the 
reduction in hours (p. 72); and in Engineering, Mr. Horsfall, 
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referring apparently to both time and piece workers, says that 
“in spite of the reduction of the normal working week from 
fifty-four to forty-seven hours, there is little evidence at the 
present time of a reduction in output per man” (p. 281). 
Generally speaking, however, the authors hold that the output 
of time-workers has increased, but not sufficiently to offset the 
decrease in hours. In Coal-mining Mr. Thornycroft appears 
to argue from a comparison with 1907 (i.e. before the Eight 
Hours Act) that there has been no improvement at all to offset 
the reduction from eight to seven hours. But his own figures 
seem to show that the rate of output in 1923, calculated on the 
March totals, is only a little over 6 per cent. below that of 1913, a 
year of quite exceptional prosperity. There is little evidence in 
the book of any desire on the part of the workers to prefer 
unemployment benefit to work. 

There is some interesting matter dealing with wages. Pro- 
fessor Bowley, in an all too short paper, examines the effects on 
unemployment of adjusting wages according either to the level 
of prices or to the state of trade. On the much-discussed question 
of relative wages, the authors generally support the view that 
“wage rates do not yet seem to be in equilibrium as between 
various trades,”’ that the sheltered trades are at present unduly 
favoured as compared with the export trades, and that increases 
due to monopolistic influences are harmful. At the same time 
they rightly argue that ‘‘ the pressure for higher wages, in which 
the so-called sheltered trades may properly play a leading part, 
is a potent force tending to improve the processes of industry 
in general.” Moreover, in considering the question, it has 
to be remembered that the more fluctuating trades tend 
to gain relatively to others during a boom and to lose during 
a depression, and that both the war boom and the post-war 
depression were exceptional. This accounts for part of the 
present disadvantage of the sheltered trades. 

On the subject of taxation, the authors hold that the present 
rate, if heavy, is not “ a fatal handicap,”’ though the system needs 
to be carefully watched ‘to ease the dislocation caused by 
heavy tax collection,” and that the rating system needs to be 
readjusted. Professor J. H. Jones, who discusses the whole 
subject in the future of British industry, considers the possibility 
of substituting, as in Germany, a local income tax in place of the 
present rating. In contrast with the Corporation Tax, whose 
abolition he desires, he does not find evidence that the Income 
Tax is such a burden as to injure industry in foreign competition, 
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nor that it is in practice added to the price of commodities. 
Indeed, in support of his view, it may be urged that the latter is 
more likely to happen during a boom in trade when demand is in 
excess of supply. It seems, in fact, to have occurred to some 
extent in the later years of the war. 

Among possible remedies Professor Pigou discusses, first, a 
policy of using the Bank of England rate of discount to check 
upward price movements, and regard it as possible, at least in 
theory, though subject to serious difficulties and needing most 
careful safeguards. The matter is fully dealt with elsewhere in 
the JouRNAL. Secondly, wider knowledge of economic facts 
could and would help to modify trade cycles, particularly as 
Great Britain appears at present to be inadequately equipped in 
this respect. Indeed, in a somewhat severe criticism, the authors 
contend that ‘“ the figures of unemployment are the only ones in 
this country which are appreciably better than those of other 
nations.” Other valuable Government returns, e.g. on wages, 
appear to have suffered from the ‘ anti-waste”’ campaign, and 
many other statistics are capable of wide extension. The import- 
ance of full and adequate information as a remedy for industrial 
unrest is rightly insisted upon. Thirdly, the adjustment of 
public contracts (central and local) to mitigate the fluctuations 
in private industry is explored in a special memorandum by 
Professor Bowley and Mr. F. D. Stuart, and by the authors in 
the Survey. The verdict within limits is favourable. The 
difficulties are clearly expressed, but do not seem insuperable. 
The direct benefit, indeed, may be limited to the Building and 
Constructive industries and to unskilled labour, but others, like 
certain branches of engineering, may benefit to a lesser degree. 
A little in this direction appears to have been done before the 
war, but the statistics available do not distinguish ordinary 
contracts from relief work. Where more is not possible, a policy of 
securing uniformity of work from year to year may be of some 
help, since such a policy will at least mitigate the fluctuations in 
part of the labour market. State action, however, needs to 
be assisted, as has been advocated, for instance, by Mr. D. H. 
Robertson, by similar action on the part of big industrial concerns 
in regard to development and maintenance work. Already 
something is being done on these lines. ‘‘ Since 1921,” says 
Mr. Horsfall, “‘ those branches of the engineering industry whose 
products are in the stage of technical development . . . have 
found a growing market largely through the decision of other 
industries to effect every possible economy in their equipment ” 
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(p. 277). And such work, moreover, provides largely for 
industries which are heavily hit by trade fluctuations and would 
receive only limited assistance from public contracts. Possibly 
more space might have been devoted to this side of the question. 

The book has fully recognised the complexity of the problem, 
and the need of dealing with it along many different lines. Apart 
from what has been referred to, other important matters are 
dealt with, as, for instance, in Mr. C. K. Hobson’s ‘‘ Economic 
Effects of the Export of Capital,’ or in Sir A. D. Hall’s paper on 
“ Agriculture.” The book as a whole thus provides an admirable 


survey of a most complex subject. 
N. B. DEARLE 


The Psychological Theory of Value. By Grorcr BINNEY 
DispsLEE. (London: Constable & Co., 1924. Pp. xvi + 
301. 12s. 6d. net.) 


TuHIs is a most provoking book. Mr. Dibblee is a scholar, 
with a mind trained in abstract reasoning and stuffed with 
curious and varied information; he is also a practical man, 
gifted with remarkably shrewd powers of observation, which he 
has turned to good effect on the world of business. Further, 
he believes himself to have something important to say, and is 
almost passionately anxious to make plain what it is. Further, 
he is an expert in the arts of advertisement and salesmanship— 
of getting the goods in the shop-window and the play across 
the footlights. Yet the result of all this is a book of which 
the first half at all events is barely readable—a tangled under- 
growth of quasi-metaphysical word-play, out of which there 
leap at intervals a succession of attractive hares. Probably 
they are pregnant hares, but we have no time to be sure, for 
so soon as each appears she is almost immediately lost to 
sight. 

The arch-hare, so far as I can discover, bears the name of 
Multiple Value. “‘ With the exception of Values for objects 
required for elementary needs . . . all Values depend essentially 
on the co-operation of two or more minds sharing common ideas 
of well-being, both consciously and unconsciously.’ In plain 
words, many things are desired, not because they afford direct 
enjoyment, but because they are a badge of social rank. ‘‘ No- 
where ”’ is this ‘‘ more noticeable than among the self-respecting 
poor, with their unused parlour crowded with objects, none of which 
ever sees the use for which it was made.” ‘“‘Theveryrich .. . find 
whole classes of commodities, once desirable to themselves and still 
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wholly desirable to other people, absolutely without attraction.” 
This hare is no leveret. Senior started her when he described 
the desire for distinction as the most powerful of human passions. 
Marshall, watching her with characteristic patience and con- 
centration. concludes that “if, instead of seeking for a higher 
standard of beauty, we spend our growing resources on increasing 
the complexity and intricacies of our domestic goods, we gain 
thereby no true benefit, no lasting happiness.” Pigou has 
pursued her with an apparatus of diamonds and top-hats and 
a net of duplex demand curves. But we may be grateful none 
the less to Mr. Dibblee for raising again the view-hallo, and 
reminding us that many “ consumers’ surpluses ”’ are like bubbles 
—large and iridescent, but easily burst; so that if we could all 
carry out loyally a conspiracy to eschew snobbery, immense 
quantities of resources would be liberated for the enrichment of 
human life. 

Space only suffices for a bare mention of some of the other 
hares. There are too few middlemen in the food-distributing 
trades, and not, as commonly supposed, too many (p. 60). The 
secret of the power which ordains feminine fashions is that it is 
anonymous, and therefore beyond inquiry or criticism (p. 102). 
Some rare objects are so rare that there is no market in them, 
and they therefore sell cheaply (p. 145). Public opinion will 
not permit certain services, e.g. the saving of human life, to 
have a market value (p. 148). Married men with children do 
not attempt to compete with the standards of expenditure of 
their bachelor friends, but they do attempt, disastrously, to 
keep pace with their friends who are married but childless (p. 169). 
The working-classes are very unwilling to use recourse to State- 
provided funds as a means of escape from personal destitution, 
but very willing to use it as a weapon in the class-struggle (p. 176). 
Capital in the mass is becoming as diffused and democratised as 
Labour, and as eager to escape from the risks and responsibilities 
of enterprise (p. 244). 

It is, I think, better worth while to direct the attention of 
the reader to gems like these than to attempt to set out Mr. 
Dibblee’s classification of the Seven Elements of Value (three 
Central, two Reciprocal and two Disruptive); or even than to 
inquire too curiously why, having dismissed the principle of 
marginal utility as nonsense (p. 216), he shortly afterwards 
invokes it under another name (p. 236) as the future deter- 
minant of social justice. 

D. H. RoBertson 











608 THE ECONOMIC JOURNAL [DEC. 


Risk and Risk-bearing. By Cuartes O. Harpy, Professor of 
Economics, State University of Iowa. (University of 
Chicago Press. 1923. Pp. xv + 400. $3-50.) 

“Tats volume grows out of an effort on the part of the 
Faculty of the School of Commerce and Administration of the 
University of Chicago to reorganise its curriculum so as to make 
its courses correspond with the functions performed in the pro- 
cess of providing present-day civilised society with economic 
goods.” Risk-bearing accordingly is treated as a function, 
parallel with ‘‘ production (in the technological sense), finance, 
marketing, labour and social control,” and the institutions 
through which it is performed are grouped for discussion in a 
single volume. There is, I think, much to be said for this design, 
though the manner of its execution inflicts a certain weariness. 
The framework of Professor Hardy’s analysis is broadly as 
follows. The person exposed to risk can deal with it either 
by eliminating it, or by bearing it himself, or by transferring it 
to others. The chief methods of elimination are—(a) by pre- 
venting the harmful event, (b) by study and research, (c) by 
combination of risks so as to bring into play the law of averages. 
Transfer of risks usually involves their partial elimination, since 
those who assume them are generally specially qualified to apply 
one or other of the methods of elimination—e.g. an issuing-house 
applies ‘‘ research’? and an insurance company combination. 
The bulk of the book is built up on this analysis, and consists of a 
series of straightforward but rather overloaded descriptions of the 
technique of stock and produce exchanges, fire and life insurance, 
business forecasting, workmen’s compensation and so forth. 

There are two points in Professor Hardy’s exposition which 
seem to call for special comment. The first is his excellent gloss 
on the economic doctrine that “ profit is the reward of risk- 
taking.” This is true in the sense that the existence of un- 
certainties restricts the application of capital in certain fields in 
such wise as to keep its yield higher in these fields than in others. 
It is not necessarily true in the sense that a given profit measures 
a given reluctance to bear uncertainty on the part of the earner. 
What would be a risk to some people is a lucrative certainty to 
others. ‘‘ Profits are made most successfully by those who know 
first and reap an advantage from the uncertainty in other men’s 
minds.” The profits of the specially equipped are thus a “‘ sur- 
plus ’’ in the same sense as the salaries of the incurably energetic 
or the interest of the wealthy automatic investor. 
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The second point arises in connection with the futures market 
in commodities. Professor Hardy is concerned* to show that 
the sale of raw material futures by a manufacturer only affords 
a complete hedge on the assumption of a uniform spread between 
spot and future prices, and is therefore led to a discussion of the 
causes determining the actual variations of this spread. He 
takes the view that we should normally expect a premium on 
futures equal to the cost of carrying the product, but that this 
premium is frequently reduced or even turned into a _ back- 
wardation by temporary hold-ups in the passage of the product 
to market. It seems doubtful whether this explanation is 
sufficient to account for the chronic backwardation on futures 
which appears in certain commodity markets. Mr. Keynes has 
sought to explain this phenomenon by postulating that the 
urgency of the grower to sell forward is normally greater than the 
urgency of the manufacturer to buy forward.1_ But whether this 
be true or not, the fact that many hedging manufacturers appear 
not on the bull but on the bear side of the futures market, thus 
adding their weight to the growers, is surely sufficient to account 
for a normal depression of future prices below spot, or at any 
rate below spot plus cost of carriage, level. 

D. H. RoBERTSON 


The National Debt. By F. W. Peruick Lawrence. (London: 
The Labour Publishing Co. 1924. Pp. 93. 8vo. 
2s. 6d. net.) 


Most of this little book is quite uncontroversial, Mr. Lawrence’s 
intention being, as he says, merely to ‘“‘ set out quite simply the 
nature of a national debt, to show how it grows, and how it is 
reduced.” It is only at the end that he comes “‘ to consider what 
ought to be done with regard to the British national debt at the 
present day,” and decides in favour of a capital levy. The 
explanation of the nature and origin of national debts in general 
and the British debt in particular is compact and satisfactory. 
We may, however, question the proposition (p. 23) that ‘‘ bankers’ 
loans to Governments in time of war are not genuine loans at all.” 
It is quite true that much, sometimes nearly all, of the money 
advanced to Governments since 1914 by central banks has been 
simply currency printed for that purpose and added to the issues 
outstanding, but it is just as possible for banks to lend real 
capital (provided by their customers) to a Government in time 


1 Manchester Guardian Reconstruction Supplement, March 29, 1923, p. 185. 
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of war as to lend it to private persons in time of peace or war. 
We may also question the statement (p. 62) “‘ that the continued 
existence of a national debt is to withdraw wealth from industry 
and labour.”’ The proposition follows an argument that the 
borrowing of money to carry on a war is not like the saving of 
money for productive enterprises, inasmuch as it does not add to 
the national income, but only creates an income paid out of taxes 
which diminish the net spendable incomes of the taxpayers. 
That is true, but it does not show that the continuance of a debt, 
once contracted, withdraws wealth from industry and labour. 
The additional equipment or capital, which would have been got 
in the absence of the war, has never come into existence, and will 
not now be brought into existence by any discontinuance of the 
debt. The interest on the debt is largely paid by taxes which 
clearly come from the pockets of the owners of “ accumulated 
wealth,”’ including the creditors of the State themselves. It is 
only the remainder, raised from labour incomes, which can be 
regarded even primd facie as ‘‘ withdrawn from industry and 
labour ”’ in the sense that repudiation would relieve labour of 
the charge. And this remainder is subject to much reduction, 
since the mobility of labour makes it unlikely that any peculiar 
burden will long be borne by labour which has no “ stake in the 
country.” Migration, it is true, is much hampered by modern 
immigration laws, but it still exists, and is facilitated by modern 
transport facilities ; and if it were entirely stopped, local variations 
in the “ natural increase ”’ of population would to a great extent 
take its place. It is altogether unlikely that any western 
European country could retain its workers if their condition were 
decidedly inferior to that of their equals in other countries. The 
effect must be to shift taxes primarily falling on the working classes 


on to the owners of permanent property. 
EDWIN CANNAN 


La déflation en pratique. By PRoressor CHARLES Rist. (Paris : 
Marcel Giard. 1924.) 


Proressor Rist’s theme, which he enunciates for the first 
time in his closing sentence, is paraphrased from a text in the 
Gospel (‘‘ que l’on n’a pas souvent l’occasion de citer en matiére 
de politique financiére”’): “Seek ye first equilibrium of your 
budget and all these things shall be added unto you.” 

He treats of deflation in Great Britain, the United States, 
France and Czecho-Slovakia as it appears to an unbiassed 
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observer living in the midst of the facts which he chronicles and 
analyses. At the risk of having to change his conclusions later 
he considers it better to draw what conclusions he can now than 
to wait till all countries have returned to sound currencies. His 
justification he finds in economic method, in which the final 
appeal must always be to experience. 

He distinguishes four types of deflation : 

(1) “‘ Radical monetary deflation,’ the withdrawal and 
destruction—the cremation recommended by Professor Cannan— 
of a portion of the surplus money, the creation of which caused 
the inflation. 

(2) ‘‘ Moderate monetary deflation,” the repayment to banks 
of credits manufactured by them for the State, with liberty to 
use the freed assets as they may choose. This, however, seems 
to be rather a means towards deflation than deflation itself. As 
he remarks, this is a necessary antecedent to the first type, but 
whether it results in radical deflation depends on the banks, and 
on the course of events. If commerce revives as fast as the 
banks are repaid, there will be stability; if faster, deflation; if 
slower, further inflation. Perhaps “‘contingent’’ would be a 
better epithet than ‘‘ moderate.” 

(3) “‘ Financial deflation,” the transfer to the public of the 
securities accepted by the banks for the credits created for the 
State. To some extent this also may be contingent deflation: 
if funding loans are subscribed out of savings, there will be 
deflation ; if out of credit, matters will remain ‘‘ as you were.” 

(4) “Credit deflation,’ the reduction of bank credits—by 
raising the bank rate, he adds; a questionable addition, since 
a restriction of credit may be brought about in other ways. 
This, he points out, is the normal second phase of the trade 
cycle. 

In this country the reduction of currency from 1920 onwards 
was not due, he considers, to a studied deflationary policy, but 
was the spontaneous effect of a restriction of credit, quite other 
than the process contemplated in the Cunliffe Report, to which 
he gives a warm approval. The restriction of credit caused a 
fall in the price level, which in turn caused a flow of currency 
back to the banks and so, by way of the Bank of England, to the 
Treasury. This explanation requires qualification before it can 
be accepted. The fall of wholesale prices began in April 1920, 
and of retail prices in the autumn; but deposits in the banks 
went on increasing up to the end of 1921, as the following table 


shows :— 
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In the United States deflation began with the gradual 
absorption by the public of the loans made by the banks to the 
State in the first instance, an example of his third type. But 
scarcely had this process begun before it was masked by a 
wave of inflation due to the boom of 1919, an example of the 
fourth type, but much more intense than had ever before been 
experienced. In 1920 the crash came, and the double deflation 
proceeded concurrently till midsummer of 1922. The second 
deflation was induced by the rise in the rate of discount in June 
1921; but the Federal Reserve Board acted thus, not with a 
conscious desire of deflating, but to protect its gold reserve. Like 
Mr. Hawtrey, Professor Rist thinks this might have been done 
earlier. 

Since 1922 the United States have had to face an unprecedented 
situation, the deflation of a metallic currency. On pre-war 
conventions their gold holding is not excessive; but since the 
superstructure to be carried by the world’s supply of gold is now 
some 50 per cent. greater than before, while the gold has not 
increased in like ratio, all countries will have to be contented 
with a reduced ratio of gold to liabilities. The superfluous gold 
of the United States will have to be distributed (by loans, Pro- 
fessor Rist suggests) to countries that need it. 

France saw a continual inflation up to the end of 1920, then 
two years of slight deflation, followed by a renewal of inflation, as 
the unbalanced budget made its influence felt, operating through 
a fall in the exchange on internal prices and the volume of 
currency. But, he concludes, after a somewhat apologetic review 
of the French position, “ So long as equilibrium of the budget has 
not been attained, it is, in truth, vain to speak of deflation.” 

In Czecho-Slovakia the most noteworthy phenomenon was 
the failure of a drastic reduction of currency to lower prices. 
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Despite a favourable (visible) balance of trade, the exchange fell 
throughout 1919 and 1920, owing to heavy budgetary deficits ; 
but confidence has returned with better budgets, exchange has 
improved and prices have fallen, with a resulting reduction of the 
currency. 

The general conclusion is that the most efficacious means of 
lowering the level of prices and raising a depreciated exchange 
are to augment production and balance the budget. The latter 
factor inspires confidence, checks bear speculation and attracts 
foreign capital. The psychological is more powerful than the 
material factor. 

Professor Rist has evidently been inspired with the intention 
of influencing public opinion in France. His book will have its 
chief success in that field; but it will also be useful as an authorita- 
tive contemporary account of an important chapter of economic 


history. 
J. I. Crara 


Des crises générales et périodiques de surproduction. By Pro- 
FESSOR JEAN LesourE. (Paris: Leon Tenin. 1923.) 


Tuts is the third edition of a work that originally appeared 
in 1906, but it is something more than a mere new edition, 
“revue et corrigée.”’ For, since its first appearance much new 
material is available for the analysis of trade cycles. Besides 
the eleven crises that had then occurred since the beginning of 
the nineteenth century, there have been three more, two of 
them of the first order, to bring under the economic scalpel. 
There has, moreover, been a vast accumulation of official 
statistics. 

Professor Lescure has taken full toll of the material, old and 
new alike. As befits the series to which it belongs, the Biblio- 
théque déconomie politique et de sociologie, the work is truly 
encyclopedic in its mass of detail. Not, however, that the trees 
have been allowed to obscure the wood, for the author proceeds 
by strict scientific method, from collection of data (300 pages) 
in an historical study of crises to induction concerning the alter- 
nation of swell and dip of the economic wave and the parts in 
the cycle played by different industries. He then discusses the 
causes of crises, of which “‘ Bergmann . . . dénombrait 280.” 
In this long chapter there is much about what are termed trade 
barometers, and after examination of the principal causes he 
finds the phenomena sufficiently accounted for by the rapidity 
with which the costs of production rise as compared with selling 
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price. But can one claim to have traced the phenomena to their 
causes if he stops short of referring them to the fundamental 
laws of the science? And what is the author’s explanation of 
the periodicity ? 

Amongst remedies he leans towards control through the bank 
rate, though he reminds us that, before the war, the Bank of 
England and the Reichsbank used, on occasion, to drive home 
a rise of the bank rate by withdrawing money from the market. 
Professor Lescure is to be congratulated on a painstaking work 
which will be of use to the student, not only for the mass of 
data, but also for its handy discussion of theory. 

J. I. Craic 


Fourier—Précurseur de la Coopération. Par CHartes GIDE. 
(Association pour l’enseignement de la Coopération, Paris.) 

Les Coopératives de Consommation en France. Par BERNARD 
LAVERGNE. (Paris: Armand Colin.) 

Cooperazione, nella dottrina e nella legislazione. By Fiiero 
Vireitu. (Milano: Hoepli.) 


One of the dangers with which the Co-operative Movement 
is beset is that of myth-making. It is impossible to help a 
feeling that the really successful Co-operative Society in these 
materialistic days is the one which minds its own business— 
if one may speak so brutally—and ensures good returns to its 
members. In support of this view we may note that some of 
the countries in which co-operation has come to stay—notably 
Denmark—have a very scanty output of co-operative literature. 
Yet the making of books on this subject (though they certainly 
do not pay—experto crede) seems to be without end. Un- 
fortunately most of these books are written by enthusiasts with 
a rather hazy economic outlook, and for the most part they are 
little more than sermons to the converted. 

None of the three books now before us can be dismissed 
thus summarily. Professor Gide is perhaps the outstanding 
example of a man who is both an admitted authority on economics 
and an unflagging enthusiast of co-operation. He has already 
given us a standard text-book on co-operative consumers’ 
societies in France, and his present book is, as it were, an 
excursion into the byways of the subject. If anything can 
revive interest in the almost forgotten doctrine of the ‘‘ phalange,”’ 
this book should certainly do it, for it is written in so lively 
a fashion that the reader who once takes it up is hardly likely 
to put it down until he has finished it. M. Gide makes Fourier 
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live again for us; he disentangles the real philosophy of the man 
from the frenzy which enveloped and finally destroyed it, and 
he does a pious service by pointing out the remarkable way in 
which many of what seemed the ravings of a lunatic turned out, 
in fact, to be the sayings of a prophet. 

All this, however, though interesting and important, takes 
second place to the speculations which the author builds for 
himself as he goes along. One feels that M. Gide has discovered 
an ingenious method of humanising economic teaching, and giving 
us, as it were casually, his own matured opinion on the pressing 
problems of everyday life. In this manner he deals with domestic 
servants, communists, intensive agriculture, the various schools 
of socialism, the housing problem, the division of profits, the 
abolition of the wage system, and finally the vexed question of 
consumer versus producer in the co-operative movement. 

The book is well named “ Fourier—fore-runner of co- 
operation,” and putting the book in place of the man we may 
say that it is itself an introduction to the study of co-operation. 
How true this is will be seen at once by anyone who goes straight 
from it to the work of another distinguished French professor, 
M. Bernard Lavergne, who deals with Consumers’ Co-operative 
Societies in France as they exist to-day. In M. Lavergne’s 
book we find the man of action dealing with the actual problems 
of a movement of which he is one of the moving parts. M. Gide 
and M. Lavergne have been colleagues for many years as leaders 
in the celebrated ‘“‘ Ecole de Nimes ’”—the so-called “ bourgeois ” 
group of French co-operators. They went together in the 
disastrous but inevitable “‘ schism ” of 1895, and played no small 
part in the timely reunion of 1912, which really marked the 
foundation of the modern French movement. But M. Lavergne 
does not by any means adhere slavishly to the views of his 
colleague, though he frequently quotes them with approval. 
He is a more dogmatic and perhaps a more practical man; one 
imagines him expressing disgust at theoretical formule; yet as 
a matter of fact he propounds himself some of the most doctrinaire 
formule that could be imagined. Besides a great deal of very 
interesting history (written in a most impartial manner) and 
some useful detailed description, the book is chiefly remarkable 
for the manner in which the author seeks to narrow down the 
definition of the word co-operative. The present reviewer was 
struck some years ago with the inadequacy of all existing 
groupings of the various types of co-operation, and spent much 


time with the help of an ingenious collaborator in trying to create 
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a scientific classification. The result was at least impressive to 
the eye, but no one has ever been known to approve of it. M. 
Lavergne recognises the existence of the same difficulty, but 
boldly solves it by denying all claim to the title co-operative 
on the part of any body except an association of consumers 
proper—by which he means consumers of household goods, and 
not of such articles as agricultural machinery, manures, feeding 
stuffs, etc. These latter are merely raw materials of production, 
and for M. Lavergne production seems to be a necessary evil, 
and the producer who seeks to increase his earnings by joining 
a co-operative society is merely using for the purpose of extorting 
money from the public “a fire God gave for other ends.” It 
follows that the millennium can be reached only when the con- 
sumer has achieved complete domination and gets all his pro- 
duction done for him by wage-earners—in other words, a sub- 
limation of the methods now being followed by the English and 
Scottish Co-operative Wholesale Societies—to whom, by the 
way, one may confidently recommend the task of having M. 
Lavergne’s book rendered into English. Naturally the author 
sees the necessity of saying a word on the problem of the wage- 
earner, but he deals with this in the same bold and summary 
fashion by pointing out that as there will be no capitalists every 
wage-earner will share, as a consumer and a member of the 
consumers’ commonwealth, in the rising or falling prices and 
dividends brought about by his own rising or falling wages, 
and therefore his real wages would remain constant. Time and 
space deter us from following the trail of an elusive fallacy, but 
in any case M. Lavergne’s solutions, like so many others, fail 
to convince those who are keenly conscious that their own lives 
must be spent combating the troubles of a transition period. 
This book, however, is thought-provoking and aggressively 
intelligent. 

Professor Virgilii professes statistics at Siena. His little book 
is one of the well-known “‘ Manuali Hoepli,” and it is clearly 
intended as a text-book for Italian students, rather than for the 
foreign reader. It is, therefore, no reflection on him to say that 
the ordinary English reader will find it rather dull and difficult. 
There is a great wealth of quotation from authorities, most of 
whom are little known here, a number of figures, and a very 
large and technical section dealing with Italian law. The 
descriptive paragraphs are rather disappointingly scanty, and one 
gathers the impression that the author has not the strong and 
clearly thought-out views on the movement as a whole which 
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impress us in the two French books. But Italian co-operation 
is exceedingly involved and the data have never been satisfactorily 
collated, so that this text-book will be of great value as a book 
of reference in any library frequented by students of the move- 
ment. 

After laying down the last of these three interesting mono- 
graphs we are left as we began, with a feeling that the movement 
still awaits its true prophet, and we have a hope that the mantle 
will ultimately fall upon M. Gide, and that he will put the 
finishing touch to his work by giving us a true analysis of the 
part which co-operation can properly fill in the modern world’s 


complicated economic system. 
LionEL Smitu-GorRDON 


Capital and Steam-Power, 1750-1800. By Joun Lorp, Bachelor 
Scholar of Christ’s College, Cambridge. (P. 8. King & Sons, 
Ltd. Pp. viii + 253.) 

A PROPHETIC sense of the destiny of their steam-engine led 
James Watt and Matthew Boulton to preserve not merely the 
documents relating to the invention itself, but also the business 
records of their partnership from its earliest days. Between 
1775 and 1780 all letters directed to customers were copied by 
the hand of James Watt; and after 1780 a transfer of corre- 
spondence was made into letter-books by means of the copying 
press, which the inventor had devised to save himself this toil- 
some process. The result is a unique collection of business 
records extending from 1775 to 1850, housed partly in the 
Municipal Reference Library, and partly in the Assay Office, 
of the City of Birmingham. This valuable source for the economic 
historian has hitherto attracted small attention, and hence Mr. 
Lord could come to it from Cambridge with something of the 
feelings of a pioneer. His object was to study the stages in the 
application of steam-power to the principal industries and so 
to throw further light on the developments conveniently connoted 
by the term Industrial Revolution. 

But before we are allowed to drink of these new springs of 
knowledge we are obliged to traverse with our author some 
seventy arid pages strewn with ossified scraps of information 
concerning the growth of capital, industry and population before 
1750—dropped, as it were, by earlier and, for the most part 
well-known explorers. There follow a clear account of James 
Watt’s invention, of his partnership with Boulton, of the sources 
from which the new firm obtained its capital, and finally, a 
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description of the penetration of industry by the new power— 
all from original sources and well documented. 

In a series of tables we are shown the distribution by counties 
and by trades of the engines erected by Boulton and Watt in 
England between 1775 and the expiration of the engine patent 
in 1800. During the first ten years, of a total of 66 reciprocating 
engines, no fewer than 22 were for copper mines, and 17 for 
ironworks; and considerably over two-thirds of the total horse- 
power provided went into these two industries. But in 1781 
Watt took out his patent for converting the to-and-fro action 
of the piston into rotary movement by means of the Sun-and- 
Planet : hence during the decade 1785-95 most of the engines 
erected were of the rotative type. Of a total for England of 
144, 47 were for cotton-spinning, and 4 for the cotton-finishing 
processes; 22 were for collieries; 11 for breweries; and 11 for 
canals. During the last five years of the patent, when 79 engines 
were constructed, 35 went to cotton mills, 7 to woollen mills, 
and no more than 5 to any other single industry. Broadly 
speaking, then, the technical revolution produced by steam- 
power began in mining and iron-making and reached its greatest 
intensity, ten years later, in the cotton industry. Over the 
quarter of a century surveyed by the author, 92 engines were 
erected for cotton mills, 36 for ironworks, 34 for collieries, 23 for 
copper mines, 20 for canals, and 18 for breweries—out of a total 
of 321 engines built in the British Isles. 

Mr. Lord is certainly right in remarking that at the beginning 
of the nineteenth century the use of steam-power was neither 
universal nor extensive. Possibly, however, it was somewhat 
more widespread than the reader of his book would imagine. 
An estimate on p. 151 gives the number of engines of the New- 
comen type working in 1775 as 130. But it is highly probable 
that this increased during the following twenty-five years. More- 
over, the piracies of the Watt engine were by no means few: 
according to Robison, Boulton and Watt did not trouble to 
prevent the erection of many engines which were probably 
infringements of their patent. We do not complain that the 
story of Bull and Hornblower is not retold, but it should have 
been made clear whether engines constructed by these men, 
and subsequently made to pay tribute to the Soho partners, 
were included in the statistics. John Wilkinson, formerly an 
ally, almost a partner, quarrelled with the engineers and sold 
several engines to his own customers Has account been taken 
of the thirty engines thus piratically erected? We suspect not ; 
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for, though the illegalities of Wilkinson fill many folios in the 
Letter-Book of 1795, Mr. Lord makes no mention of them. In 
that case the number of engines used in the iron industry, in 
particular, should be increased substantially. Finally, though 
it is no part of Mr. Lord’s task to consider the history of steam- 
power after the expiration of the patent in 1800, the reader 
might have been reminded that this year marks the beginning 
of a period of rapid expansion. Ironfounders up and down the 
country began to supply the means of power: between 1802 
and 1808 Richard Trevithick alone erected a hundred high- 
pressure engines, and by the beginning of 1824 the total number 
of engines proceeding from Soho itself had reached 1164. 

Mr. Lord gives the impression of youth: he comes to his 
task trailing clouds of generalisations from the lecture-room, 
and sometimes these impede his steps. Twice he tells us that 
Watt was no business man. Does he say that because it has 
already been said by Smiles, or Taussig? The impression left 
on another who has read through most of the Letter-Books is 
that Watt possessed considerable shrewdness in business affairs. 
And certainly if a right sense of the value of money is an im- 
portant ingredient in a man of business, Mr. Lord’s own account 
of Watt’s bargains with Boulton show that the inventor was 
by no means unbusinesslike. In the concluding chapter almost 
all the discredited dicta on Capitalism are repeated. We are told 
that steam-power “ completed the breach between employer and 
employed—they were separated completely. A capitalist class had 
been evolved and admission to its ranks could only be obtained by 
accident.” If so, accidents were happening with such frequency 
as to imply design, and in such a chaos of uniformities the word 
‘** accident” becomes meaningless. Again, “ The development 
of free competition meant the development of disregard for 
motives of religion, patriotism and sentiment.” And yet the 
men whose names appear in these pages are James Watt, Matthew 
Boulton, Josiah Wedgwood, Samuel Whitbread, Richard Reynolds 
—the Quaker ironmaster, who, if any man, surely exemplified 
the authoritative definition of religion, “ to visit the fatherless 
and widows in their affliction, and to keep himself unspotted 
from the world.”’ Perhaps, it may be replied, these men were 
exceptional. Outstanding, certainly; but if religion, patriotism 
and sentiment were really disregarded by the industrialists, who 
built the Nonconformist chapels, formed the volunteers, and 
conducted the anti-slavery campaign? Once more, we are told 
that “honourable capitalists, like Wedgwood and Boulton, left 
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to prosperity (sic) ... the burden of poverty, which rested 
heavily on the lower classes, and the doctrine of exploitation, 
which placed the lives of the poor in the hands of their economic 
overlords.” One imagined it was now recognised that the 
troubles of the early nineteenth century were mainly due to war; 
and that, depressed as they were, the workers in the capitalistic 
industries were never reduced to the wretchedness of the hand- 
loom weavers and nail-makers, who had the privilege of sup- 
plying industrial capital and of bearing some of the risks of 
production. Was it really Capital and Steam-Power that were 
to blame ? 

The pity is that Mr. Lord troubled with conclusions. His 
study of the application of steam to industry is a useful piece of 
research. But in a few pages he could have given a list including 
every engine erected by Watt between 1775 and 1800, with a 
statement of its purpose and date of erection. This, indeed, he 
does for the first seven years. If he had continued the list we 
would willingly have foregone the generalisations, and his book 
would have become a permanent work of reference for all who 
are interested in the early days of modern industry. He must 
possess the data. Will he not print them for us elsewhere ? 

T. S. AsHToN 


Economics for Helen. By Hitarre Bettoc. (London: J. W. 
Arrowsmith, Ltd.' 1924. Pp. 246.) 


Tuts little book, which is intended to make economics intelli- 
gible to a girl of sixteen, combines some exposition of elementary 
principles with a good deal of Mr. Belloc’s own views on current 
economic questions. The treatment of production, distribution 
and exchange is fresh and attractive, and the Ricardian theory 
of rent is well explained, but it is surprising to find the Law of 
Diminishing Returns applied without distinction to all capitalist 
enterprise. 

Occasionally the lucidity adapted to the understanding of 
sixteen changes rather abruptly. It is difficult, for instance, to 
discover what use a beginner can make of such statements as : 
“‘ Interest on money does not really exist. It is either interest 
on Real Capital (machines, stores, etc.) for which the money is 
only a symbol, or else it is usury’ (p. 39). Helen is no doubt 
intended to be disturbed by the chapter which foreshadows the 
end of our order by the progressive soaking up ‘‘ of wealth which 
men produce into the hands of those who lend the money.” The 
chapter on ‘“ Economic Imaginaries”’ might puzzle an older 
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reader. Modern Banking is more intelligible, but suffers from 
inaccuracies. We imagine that enterprising young men of business 
—if they should hear of this book—will write to Mr. Belloc to 
press him for an introduction to those bankers who lend money 
“on all sides”? without asking for security. It is not the risks 
involved in this practice, however, which alarm the writer, so 
much as the formidable power conferred on the bankers, who can 
place their credit where they choose, and so decide which of two 
competitors shall be allowed to survive. It seems to be purely a 
matter of personal predilection. 

After that it is not surprising to hear that the workers can earn 
their living only by permission of the capitalist, though there is 
no hint that the employer cannot make his profit without the 
consent of organised labour. Mr. Belloc finds no redeeming 
feature in our capitalist organisation. He compares it with the 
“Servile State ’’ of the ancient world, with an imaginary “ Dis- 
tributive State ”’ (the name is his own invention) where the workers 
own the instruments of production, and with the Socialist State. 
The last mentioned he condemns as impracticable owing to its 
incompatibility with very widespread human emotions, though 
elsewhere he has no doubt that governments would, if entrusted 
with the business of production, accumulate the necessary reserves 
quite as successfully as private employers. The Distributive 
State is the most natural, and offers the greatest degree of freedom, 
but it has its special difficulties, and would probably not be able to 
hold its own in competition with powerful Capitalist States. 
There is no indication as to the kind of State which might be both 
desirable and capable of survival. On the whole this very readable 
book is interesting as affording some insight into an original mind 
rather than useful as an introduction to Economics. 

H. REYNARD 


The Birthright of Man. By Henry Lowenretp. (London : 
Leonard Parsons. 1923. Pp. 160. Price 5s.) 

Industrial Unrest. Its Cause and a Suggested Cure. By T. B. 
Mites. (London: Heath Cranton, Ltd. 1924. Pp. 96. 
Price 2s. 6d.) 


HARDLY a week passes without some publisher issuing yet 
one more analysis of our industrial “system,” yet one more 
prescription for improving the relations between “ Capital ” 
and “‘ Labour” (whatever these terms may mean). These two 
books belong to this rapidly increasing class. They have, how- 
ever, one common feature, which distinguishes them from many 
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of their fellows. The motive to which they appeal is the motive 
of self-interest. They hark back to the old Benthamite attempt 
to extract golden conduct from leaden instincts. ‘“‘ The selfish- 
ness and self-interest of man,” says Mr. Lowenfeld, “‘ can always 
be fully relied on, and if the well-being of a community can be 
based upon them, it will repose on a really solid foundation.” 
Mr. Miles feels that ‘“‘a new theory of industrial relations is 
wanted, which will commend itself to the British school of 
economists, lineal descendants of Adam Smith and Ricardo.” 
Mr. Lowenfeld’s proposals for dealing with our present 
economic troubles are delightfully simple. The trade and 
industry of the country, when taken as a whole, are insufficiently 
equipped for finding lasting employment for all willing workers. 
How can the indispensable additional working opportunities be 
created without interfering with existing trade (which in Great 
Britain, Mr. Lowenfeld might note, is mainly for export)? Quite 
easily. A country is a self-enclosed, complete economic entity 
(Great Britain, for instance ?), and is capable of being organised 
on business lines. Statistics must be collected (1) of the fair 
average requirements, and (2) of the actual consumption of all 
people living in a country. The difference between the two 
sets of figures will reveal a shortage of both production and con- 
sumption, created by the great masses, who do not earn sufficient 
to enable them to buy what they need. To supply this shortage 
and simultaneously to give full employment to all desiring it, new 
enterprises must be established, on the basis of the collected 
statistics. The question of finance is simple. The immense 
power (a power not fully realised before the publication of The 
Birthright of Man) created by the savings of the people, which 
at present accumulate in Banks, is capable of providing every 
willing worker with a. satisfactory existence and a safe future. 
More than half the sums represented by bank deposits bankers 
can safely place at the disposal of those who direct the new 
developments. This they will do without any State compulsion, 
once they realise the importance of providing permanent and 
profitable employment for all those who are in need of it. There 
will be little risk, for it will be spread over a broad surface, and 
failure in one direction will be made up by profits in another. 
Once the enterprises have become well established, the bank 
loans will be converted into Stock Exchange securities and 
disposed of to investors. In all this the Government will merely 
act as a regulator, interfering in no way with private enterprise 
or the private ownership of capital. It will occupy itself merely 
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with the collection and publication of statistics, by which the 
necessary average supply and demand for labour can be fore- 
told years ahead, and all likely exigencies calculated and pro- 
vided for, long before they arise. Mr. Lowenfeld claims for this 
scheme that while it solves our present problems, it alters as 
little as possible, gives full scope to individual development and 
requires no sacrifices. ‘ 

Mr. Miles is a little less naive than Mr. Lowenfeld, has a 
much firmer grasp of economic theory, and writes with far greater 
clarity and vigour. Mr. Miles holds that industrial conflict is 
an inevitable result of our present “ system ”’ of industrial organ- 
isation—and for two reasons: (1) the suspicion and ill-feeling 
arising from the concealment of the actual gross profits of con- 
cerns as well as the capitalist’s actual nett share in them, and 
(2) the fact that the contract between employer and employed 
can and will be broken, whenever the sense of justice, on the 
one side, or the pressure of bad trade on the other, incite to the 
rupture. Further, the whole wage “system” is based on an 
extraordinary paradox. The relative wealth of the whole com- 
munity depends upon the relative poverty of the great majority 
of that community. The object of Mr. Miles’s essay is to inquire 
whether a system can be invented which (1) may be expected to 
lead to industrial peace instead of conflict, and (2) shall be based 
upon a truism instead of upon a paradox. 

Mr. Miles proposes a modified form of syndicalism. He 
imagines a system in which the ownership of all businesses is 
vested in the labourers who work in them, and in which the 
financing capitalists are remunerated by contracted interest on 
their invested capital; in which the labourer, instead of having 
his labour hired by the capitalist, himself hires the capitalist’s 
capital; in which the residual profits go into the labourer’s 
pockets instead of into the capitalist’s; in which the capitalist’s 
interest, instead of the labourer’s wages, becomes a cost of pro- 
duction. Such a system, Mr. Miles thinks, would fulfil his two 
conditions : (1) Industrial conflict would be abolished, because 
the division of the gross profits between capitalist and labourer 
would now be automatic, (2) the national prosperity would no 
longer depend upon the comparative poverty of the greater part 
of the nation, but upon the abundance and consequent cheapness 
of capital. 

The objections which can be made to Mr. Miles’s too simplified 
analysis and to his constructive proposals are, I think, obvious. 
Were his scheme ever to be introduced (Mr. Miles himself thinks 
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a start could best be made with Bank employees ! a class hitherto 
not distinguished for their numerous strikes) in place of our 
present industrial conflicts betaveen capitalist and worker, we 
should have a series of conflicts between the various groups of 
workers as to the division of the residual profits—if there were 
any. Mr. Miles’s attempt (p. 52) to overcome this objection is 
not successful. A detailed knowledge of the history of Medizval 
industrial organisation might have saved Mr. Miles from writing 


his ingenious essay. 
J. LEMBERGER 


Rubber, Tea and Cacao, With special sections on Coffee, Spices 
and Tobacco. By W. A. Mactaren. With an introduction 
by H. Eric Miter, Chairman of the Rubber Growers’ 
Association. (London: Ernest Benn, Ltd., 1924. Pp. 334.) 


Tus volume is No. 5 in the Resources of the Empire Series, 
which has been prepared by the Federation of British Industries. 
Kach volume contains a Foreword by H.R.H. the Prince of 
Wales, which emphasises the importance, alike for a business 
man, a nation or an Empire, of periodical stocktaking; the 
series reviews the material resources of the Empire; an imperial 
stocktaking specially planned to coincide with the British Empire 
Exhibition. There is also in each volume a General Introduction 
by Sir Eric Geddes, which again is admirable in its brevity and 
directness, and which disarms criticism by a ready admission 
of gaps in the information available, and by expressing a hope 
that these may gradually be filled in future editions of the series, 
so that eventually it may become a standard work of reference 
on all questions of Imperial commerce. 

The present volume goes far towards satisfying this require- 
ment. As a “ business man’s survey of the Empire’s resources ”’ 
in Rubber, Tea, Cacao, Coffee, Spices and Tobacco, it can be 
recommended not only for the comprehensive and practical 
manner in which these subjects are treated, but also as con- 
taining original material. Mr. Maclaren has collected a great 
deal of commercial information which had not hitherto been 
published or had only been available in the records of various 
Trade-Associations; e.g. his sections on the detailed organisation 
of the Rubber and Tea markets in London, the conduct of Tea 
sales in Colombo, the marketing of Gold Coast cacao at Accra, 
or the trade customs of spice-exporting houses at Penang. He 
has also collected from official sources, and put into each of his 
geographical sections, many interesting particulars as to the 
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labour forces employed in the various territories covered by 
his book, and as to the local organisations, planters’ associations, 
etc., and the scientific research that is being carried out. The 
statistical information with which the book abounds is also on 
the whole well-chosen and reliable, though the arrangement is 
not always satisfactory. There is a special index covering this 
information, but the general index of rather less than 2} pages 
is indescribably poor. The book was hurriedly produced, and 
there are many obvious misprints which would in the ordinary 
way have been detected by a proof-reader. We would suggest 
that when these defects are put right in a later edition, the 
value of the work might be further increased by fuller and more 
exact references to the various sources from which information 
has been drawn. 

The whole volume may be described as a record of agri- 
cultural effort in various parts of the world, a subject that is 
always of interest to economists. In the case of each product 
that is dealt with, there is the same picture of increasing yield 
and further potential increase in supplies as scientific methods 
are applied to trees or plants that were growing wild and unculti- 
vated or were crudely exploited by natives. Here and there a 
long view suggests that the ever-expanding demand for one or 
other of the products may lead to a shortage. In the case of tea 
something approaching that position may perhaps arise. But 
the reverse is generally true, and in the case of the first commodity 
dealt with in this book, rubber, the treatment of a very important 
subject is perhaps unduly influenced by the present phase of 
restricted output. 

This question of restriction is certainly of interest at the 
moment from a market point of view, and as an experiment, 
on a very large scale, in the adjustment of supply and demand, 
it deserves careful study. But in a broad general survey of the 
rubber plantation industry, a proper sense of proportion would 
rather suggest that restriction should be treated practically as 
a side-issue, and no time wasted in discussing such ephemeral 
topics as the price-basis of the scheme. Possibly in years to 
come restriction will be remembered by the planter mainly 
because of the valuable experience gained during this period of 
rest, on questions concerning bark-renewal and the health of the 
rubber tree in general. 

The agricultural examples of the classical economists are 
generally confined to annual crops, and to live stock, which 
reproduces itself in a comparatively short time. Mr. Miller in 
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his able introduction to the volume under review points out 
that rubber, tea, cacao, coffee, coconuts, cinchona and other 
products dealt with in the book differ from wheat or cotton or 
rice in that the trees or bushes do not reach the prodvctive stage 
for some years. The rubber tree is not tapped at all until its 
fifth or sixth year, the tea bush takes still longer before it comes 
into full bearing, the cacao tree only reaches that stage in its 
tenth or eleventh year. 

There is consequently a period of several years during which 
no return can be expected from a plantation; the risk taken is 
very much greater than when capital is invested in the cultiva- 
tion of annual crops, and obviously capital will only be obtained 
for new ventures of this quasi-permanent nature when the 
prospect of substantial ultimate profits is very encouraging. 
The annual and the perennial form of agriculture stand for the 
short and the long view. Fundamentally their economic problems 
are the same, but the element of time produces a difference of 
such importance in actual practice as to suggest that the dis- 
tinction between the two deserves more attention than it has 
received. When supply outruns the demand for wheat, an 
adjustment is effected far more simply and speedily than it can 
be when the output of rubber is found to be excessive. But 
when the position is reversed, as must at times occur, and it 
is necessary to increase the supply of a perennial product, the 
manufacturer or consumer may be in a difficult position for 
years while the planter is bringing new areas into bearing. Mr. 
Maclaren’s comments on the present disproportionate cost of 
planting up new tea lands suggest an interesting line of investiga- 
tion into a problem of supply which may become important 


during the next few years. 
EpWarRD CLEVELAND STEVENS 
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NOTES AND MEMORANDA 


BIBLIOGRAPHICAL List OF THE WRITINGS OF ALFRED MARSHALL ! 


TuE following is an attempt to record those of Alfred Marshall’s 
occasional writings and lectures, as well as his published books, which 
are extant in print, and have some permanent interest. It is nearly, 
but not quite, complete, only a few items of minor importance being 
omitted. 


1. 1872. Review of Jevons’ Theory of Political Economy. (Academy, 
April 1, 1872.) 

Since the publication of the Memoir, the following 
unpublished fragment by A. M., written about 1897, 
has come to light :— 

“TI looked with great excitement for Jevons’ Theory ; 
but he gave me no help in my difficulties and I was 
vexed. I have since learnt to estimate him better. His 
many-sidedness, his power of combining statistical with 
analytical investigations, his ever-fresh, honest, sparkling 
individuality and suggestiveness impressed me gradually ; 
and I reverence him now as among the very greatest of 
economists. But even now I think that the central 
argument of his Theory stands on a lower plane than 
the work of Cournot and von Thiinen. They handled 
their mathematics gracefully: he seemed like David 
in Saul’s armour. They held a mirror up to the manifold 
interactions of Nature’s forces: and though none could 
do that better than Jevons when writing on money or 
statistics or on practical issues, he was so encumbered by 
his mathematics ? in his central argument, that he tried 
to draw Nature’s actions out into a long queue. This 
was partly because the one weakness of his otherwise 
loyal and generous character showed itself here: he was 
impressed by the mischief which the almost pontifical 
authority of Mill exercised on young students; and he 
seemed perversely to twist his own doctrines so as to 
make them appear more inconsistent with Mill’s and 
Ricardo’s than they really were. But the genius which 
enabled Ricardo—it was not so with Mill—to tread his 
way safely through the most slippery paths of mathe- 
matical reasoning, though he had no aid from mathe- 
matical training, had made him one of my heroes; and 
my youthful loyalty to him boiled over when I read 
Jevons’ Theory. The editor of the Academy, having 
heard that I had been working on the same lines, asked 
me to review the book; and though a quarter of a 


1 This list is to be regarded as an appendix to the Memoir of Alfred Marshall, 
published in the Economic JoURNAL for September, 1924. The dates given are 
those of publication in each case, not of composition. 

2 In another fragment he wrote of Jevons: ‘His ungainly handling of 
mathematics vexed me.” 
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century has passed, I have a vivid memory of the angry 
phrases which would force themselves into my draft, 
only to be cut out and then reappear in another form 
a little later on, and then to be cut out again.1 

“That article is the first of the kind I ever wrote, 
and is particularly crude in form. But it contains the 
kernel of the theory of distribution which I hold to-day : 
it is based in the first instance on Adam Smith, Malthus 
and Ricardo, and in the second on von Thiinen as regards 
substance and Cournot as regards the form of the 
thought. On many aspects of economics I have learnt 
more from Jevons than from anyone else. But the 
obligations which I had to acknowledge in the Preface 
to my Principles were to Cournot and von Thiinen and 
not to Jevons.”’ 

Graphic representation by aid of a series of Hyperbolas of 
some Economic Problems having reference to Monopolies. 
(Proceedings of Cambridge Philosophical Society, Oct. 1873.) 

The Future of the Working Classes: a Paper read at a 
Conversazione of the Cambridge “ Reform Club,” Nov. 25, 
1873. (Published in the Eagle, the magazine of St. John’s 
College, Cambridge, and afterwards printed separately 
for private circulation.) 

On Mr. Mill’s Theory of Value. (Fortnightly Review, April 
1876.) A defence of Mill against criticisms in Cairnes’ 
Leading Principles. 

The Economic Condition of America. A lecture delivered 
at Bristol. (Bristol Mercury and Daily Post, Dec. 1878.) 
Water as an Element of National Wealth. A Gilchrist 
lecture delivered at Bristol. (Bristol Mercury and Daily 

Post, March 6, 1879.) 

The Economics of Industry. By Alfred Marshall and Mary 
Paley Marshall. (Macmillan and Co.) 

1879. First Edition, pp. viii + 230. 

1881. Second Revised Edition, pp. xvi + 230. 

This book was reprinted 10 times. making 15,000 copies 
in all. 

Pure Theory of Foreign Trade. 

Pure Theory of Domestic Values. 

These were non-consecutive chapters of the second Part 
of “ The Theory of Foreign Trade” at which A. M. was 
working from 1869 to 1877. After they had been cir- 
culating in manuscript, Henry Sidgwick printed them for 
private circulation in 1879. 

Review of Edgeworth’s Mathematical Psychics. (Academy, 
April 1881.) 

Address on leaving Bristol. (Western Daily Press, Sept. 30, 
1881.) 

Evidence before the Committee on Intermediate and Higher 
Education in Wales. 

Progress and Poverty. Three lectures delivered at Bristol. 
(Western Daily Press, Sept.—Oct. 1883.) 


1 In another fragment: “ There is no doubt that I did him less than justice in 
the review which I wrote.” 
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Where to House the London Poor. (Contemporary Review, 
Feb. 1884. Reprinted separately by W. Metcalfe and Son, 
Cambridge, in 1887.) 

The Present Position of Economics. An Inaugural Lecture. 
Pp. 57. (Macmillan and Co.) 

A. M.’s inaugural lecture at Cambridge. 

The Present Position of Political Economy. (A letter to 
The Times, June 2, 1885.) 

Referring to a lengthy review of The Present Position of 
Economics, published in The Times of May 30, 1885. 

Theories and Facts about Wages. (Co-operative Annual, 1885.) 

An account of former Wage Theories and the first 
published outline of the theory of Distribution developed 
in The Principles. 

How far do Remediable Causes influence prejudicially (A) the 
Continuity of Employment, (B) the Rates of Wages? (A 
Paper read at the Industrial Remuneration Conference, 
Jan. 1885.) 

This address was printed in the Report of the Conference 
together with the four following appendices: (A) Over- 
crowding of Towns (on the same lines as his Contemporary 
Review article of 1884, above); (B) The Interdependence 
of Industries (a short quotation from Bagehot’s Lombard 
Street); (C) A Standard of Purchasing Power (the first 
appearance of his proposal of an Optional Tabular Stan- 
dard); (D) Theories and Facts about Wages (a reprint of 
his contribution to the Co-operative Annual, 1885, above). 
This publication (22 pp. altogether) is the most important 
indication of the progress of his ideas between 1879 and 
1885. Extracts from it were reprinted in Money, Credit 
and Commerce, pp. 260-263. 

On the Graphic Method of Statistics. (Jubilee volume of 
the Royal Statistical Society, pp. 251-260.) 

This paper contains three important novelties :— 

(1) The proposal for the construction of historical curves, 
i.e. the grouping together of allied historical curves so as 
to suggest possible correlations to the eye. 

(2) A device for making it easy to see the proportional 
rates of increase on historical curves. 

(3) The definition of elasticity of demand, which appears 
here for the first time. 

The Pressure of Population on the Means of Subsistence. (A 
lecture delivered at Toynbee Hall, Sept. 10, 1885.) 

No report of it exists, but there is a brief summary of 
the contents in The Malthusian, Oct. 1885. The lecturer 
powerfully supported Malthusian doctrines, but disap- 
pointed orthodox Malthusians by saying nothing in favour 
of limitation of births. “‘I understood him to say,” the 
reporter records, “that it would be a calamity if we 
English, by limiting our numbers, allowed foreigners to 
have a larger share than ourselves in peopling the world ; 
and there was no need to fear the effects of our prospective 
increase at home.” 

Preface to Bagehot’s Postulates of English Political Economy, 
pp. v-vii. (Longmans.) 
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«‘ Had he lived he would have thrown much light on the 
question how the rapid changes of modern city life may 
help us to understand, by analogy and indirect inference, 
the slow changes of a backward people.” 

21. 1886. Answers to Questions on the Subject of Currency and Prices, 
circulated by the Royal Commission on the Depression of 
Trade and Industry. (Third Report, Appendix C, pp. 
421-424.) 

His proposal for an optional tabular standard is developed 

and that for Symmetallism is also put forward. 

22. 1886. Political Economy and Outdoor Relief. (A letter to The 
Times, Feb. 15, 1886.) 

Against undue severity in the administration of outdoor 
relief and in favour of relief works to meet unemployment. 
“The pay should be enough to afford the necessaries of 
life, but so far below the ordinary wages of unskilled 
labour in ordinary trades that people will not be contented 
to take it for long, but will always be on the look-out for 
work elsewhere. I for one can see no economic objection 
to letting public money flow freely for relief works on this 
plan.” The letter provoked a protest “ on moral grounds ” 
from the Rev. J. Llewelyn Davies, who stood up for the 
straitlaced school. 

23. 1887. The Royal Commission on Trade Depression. (A letter to 
The Times, Jan. 18, 1887.) 

Expressing general agreement with the Report of the 
Commission and commenting on some details. 

24. 1887. Remedies for Fluctuations of General Prices. (Contemporary 
Review, March 1887.) 

This is, perhaps, the most important of A. M.’s occasional 
writings. It includes his proposals (1) for a Tabular 
Standard of Value, independent of gold and silver, called 
“The Unit,” to be established officially for optional use 
in contracts; (2) for a ““Symmetallic ” system of currency, 
the unit being made of twenty parts silver and one part 
gold; (3) for the “chain” method in the compilation of 
Index Numbers of Purchasing Power. He points out 
(a) that the evils of a fluctuating standard for deferred 
payments are chiefly of modern origin, but that now they 
are of overwhelming importance; and (b) that bimetallism, 
even if successful, aims only at curing long-period fluc- 
tuations in the value of money, whereas the harm was 
done by the short-period fluctuations, corresponding to 
the Trade Cycle, which no metallic system could cure. 

25. 1887. A Tabular Standard of Value. (A letter to The Economist, 
March 12, 1887.) 

The Economist of March 5, 1887, had been seriously 
shocked by the Contemporary article, and concluded : 
“The Standard which Professor Marshall proposes is, it 
seems to us, impossible and impracticable, and to say more 
of it would be superfluous.” In this letter A. M. defends 
himself, particularly against the misrepresentation that he 
proposed ‘“‘ The Unit” for use as actual cash currency. 

26. 1887. Preface to Industrial Peace, by L. L. F. R. Price. 
Deals mainly with the rationale of Arbitration and 
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Conciliation. Mr. Price’s book was ‘A Report of an 
Inquiry made for the Toynbee Trustees.” A. M.’s Preface 
begins with a tribute to Toynbee. 

On the Theory of Value. (Quarterly Journal of Economics, 
Vol. I. p. 359.) 

A short letter answering a criticism by Prof. Laughlin 
of a passage in the Hconomics of Industry. 

The Theory of. Business Profits. (Quarterly Journal of 
Economics, Vol. I. p. 477.) 

A Memorandum answering a criticism by General Walker 
of a passage in the Hconomics of Industry. 

Wages and Profits. (Quarterly Journal of Economics, Vol. II. 
p. 218.) 

A Memorandum answering a criticism by Mr. Macvane 
of a passage in the Hconomics of Industry. See also a 
short letter published in the Q.J.H., Vol. II. p. 109, 
disclaiming the accuracy of a paraphrase of his views set 
forth in the same Journal by Mr. Macvane. 

Evidence before the Gold and Silver Commission. (Appendix 
to Final Report of the Royal Commission [C. 5512-1], 
pp. 1-33.) 

A. M.’s written answers were submitted on Nov. 9, 
1887, and occupy six and a half columns. His oral cross- 
examination took place on Dec. 19, 1887, Jan. 16 and 23, 
1888, and the reports occupy eighty-three folio columns; 
after which he put in a “ Memorandum as to the effects 
which differences between the currencies of different nations 
have on international trade” (twelve columns). This 
Memorandum is a fuller version of “an abstract of my 
opinions on the complex question of the relation between 
a fall of the exchange and our trade with countries which 
have not a gold currency,” which he submitted to the 
Commissioners, in print, between his evidence of Dec. 
1887 and that of Jan. 1888. The importance of this 
Memorandum lies in the fact that it contains a clear 
enunciation of the “ purchasing-power parity ” theory of 
the exchanges between countries having mutually incon- 
vertible currencies. 

Bimetallism. (Letters to The Times, Jan. 25 and 31, 1889.) 

The first letter repudiates a statement that A. M. was 
one of those who have “substantially approved the 
Bimetallic theory ”; the second enters into controversy 
with Mr. Henry Chaplin. 

Presidential Address before the Co-operative Congress, Ipswich, 
June 10, 1889. (Reported in The Times, June 11, 1889; 
reprinted as a pamphlet by the Central Co-operative 
Board, Manchester, pp. 32.) 

He regarded the Co-operative Movement “ as the typical 
and most representative product of the age, because it 
combined high aspirations with calm and strenuous action, 
and because it set itself to develop the spontaneous energies 
of the individual while training him to collective action 
by the aid of collective resources and for the attainment 
of collective ends.” The address was a great popular 
success, but The Economist commented that “ Professor 

TT2 








632 THE ECONOMIC JOURNAL [DEC. 


Marshall’s Address seems to us obscured, instead of 
brightened, by its sentimental tone. . . . We are entirely 
friendly to co-operation as a most sensible plan for enabling 
the public, which buys, to share in the profits of those 
who sell, and to compel the latter to be honest, but we 
believe in it because it is based on intelligent self-interest, 
and not because it will extinguish that powerful motive 
force.” The Address also contained the following charac- 
teristic, and double-edged, passage :—“‘ It was common to 
hear it said that England was divided into two nations, 
the rich and the poor. He was not sure that it would not 
be better for the poor if that statement were strictly 
true. . . . But, unfortunately for the poor, they had to 
make room among their ranks for a large accession every 
year of the most stupid and profligate of the descendants 
of the rich (loud cheers), and in return they every year 
gave over to the ranks of the rich a great number of the 
strongest and ablest, the most enterprising and far-seeing, 
the bravest and best of those who were born among 
themselves.” 
33. 1890. Principles of Economics. Vol. I. (Macmillan and Co.) 
1890. Ist edn. pp. xxvili+-754, 2000 copies, 12s. 6d. net 


1891. 2nd ., pp. xxx+770, 3000 _,, 3 5 
1895. 3rd _,, pp. xxxi+823, 2000 _,, ‘ wi 
1898. 4th ,, pp. xxix+820, 5000 _,, . Me 
1907. 5th ,, pp. xxxvi+870, 5000 ,, a5 93 
1910. 6th ,, pp. xxxii+871, 5000 _,, = ss 
1916. 7th ,, 5000 __s,, ~ ‘i 
1920. 8th pp. xxxiv-+-871, 5000 18s. ,, 
(This edition (1920) has been stereotyped. ) 
1922. Reprint, 5000 copies, __,, 


The most important changes were introduced into the 
third and fifth editions. The sixth edition is the first in 
which the Suffix Vol. I. is dropped. 

34. 1890. Some Aspects of Competition. (Presidential Address to the 
Economic Science and Statistics Section of the British 
Association, Leeds, 1890, pp. 35.) 

The following are the chief sections of this important 

aper :— 

(1) A Study of some forms of Competition in Commerce 
and of changes in the mental attitude of Economists with 
regard to it. 

(2) The Policy of Protection. The Action of the 
Laws of Diminishing and Increasing Returns intensifies 
the evils of Protection in England, but lessens them in 
America. 

(3) Trusts and other forms of Combination. The success 
of American Trusts has been brilliant, but perhaps not 
very solid. 

(4) Modern Analysis tends in many cases to justify 
State Control, but not State Management. 

(5) Modern Analysis of the motives of Business Com- 
petition. 

(6) The growing importance of Public Opinion as an 
economic force. 
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Proposal to form an English Economic Association. (A 
circular letter.) 

Speech at the Meeting for the Foundation of the British 
Economic Association. (Economic Journal, Vol. I.) 

The Post Office and Private Enterprise. (Letters to The 
Times, March 24 and April 6, 1891.) 

Criticising the legal monopoly of the Post Office. 

Elements of Economics of Industry: being the first volume 
of Klements of Economics. (Macmillan and Co.) 

1892. Ist edition, pp. xiii-- 416. Reprinted 1893, 1894. 

1896. 2nd edition, pp. xiv + 432. Reprinted 1898, 
1899. 

1899. 3rd edition, pp. xvi + 421. Reprinted 8 times. 

1913. 4th edition, pp. xvi+ 440. Reprinted 7 times. 

A final chapter on Social Progress, based on the last 
chapter of the Principles, was added to the fourth edition. 

The above editions and reprints represent 81,000 copies 
in all. 

“ An attempt to adapt the first volume of my Principles 
of Economics to the needs of junior students. ...A 
chapter on trade-wnions has been added. . . . A few sen- 
tences have been incorporated from the Economics of 
Industry, published by my wife and myself in 1879.” 

The Poor Law in Relation to State-Aided Pensions. 
(Economic Journal, Vol. II. pp. 186-191.) 

A plea for a Commission of Inquiry into the problems 
of State Relief generally before committing ourselves to 
old-age pensions. 

Poor Law Reform. (Economic Journal, Vol. II. pp. 
371-379.) 

A rejoinder to criticisms by Mr. Bosanquet on the 
preceding article. 

A Reply to “The Perversion of Economic History ” by 
Dr. Cunningham. (Economic Journal, Vol. II. pp. 507- 
519.) 

Dr. Cunningham’s article, which was printed imme- 
diately in front of the above, was an attack on the 
economic history in The Principles. 

Discussion on Mr. Booth’s “‘ Enumeration and Classifica- 
tion of Paupers.” (Statistical Journal, Vol. LV. pp. 
60-63.) 

On Rent. (Economic Journal, Vol. III. pp. 74-90.) 

With special reference to the Duke of Argyll’s Unseen 
Foundations of Society. 

Speech at the Meeting of the British Economic Association, 
June 19, 1893. (Economic Journal, Vol. III. pp. 387- 
390.) 

On economic motive and Economics’ independence of 
utilitarian ethics,—following an address by Mr. Goschen. 

Obituary : Professor Benjamin Jowett. (Economic Journal, 
Vol. III. pp. 745-746.) 

Consumer’s Surplus. (Annals of the American Academy, 
Vol. IIT. pp. 618-621.) 

A reply to misconceptions about Consumer’s Surplus 
in a paper by Prof. Patten. ‘In every case,” A. M. 
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here emphasises, “all other things are supposed to 
remain unchanged; and particular stress is laid on the 
fact that there is no change in the conditions of supply 
of any other commodity (say meat), which is a ‘rival’ to 
it (the bread), and can partially satisfy the same needs.” 

Discussion on Mr. Higgs’ “‘ Workmen’s Budgets.” (Statis- 
tical Journal, Vol. LVI. pp. 286-288.) 

The Aged Poor. (A Preliminary Statement prepared for 
the Royal Commission.) 

Evidence before the Royal Commission on the Aged Poor 
(Report of the Commission, Vol. III. pp. 529-550.) 

The examination was held on June 5, 1893, and occu- 
pies forty-three columns. 

Discussion on Mr. Bowley’s “‘ Changes in Average Wages 
(nominal and real), 1860-1891.” (Statistical Journal, 
Vol. LVIII. p. 279.) 

The Venezuela Question. (Letter to The Times, Dec. 22, 
1895.) 

A plea for appreciation of the American point of 
view. 

On Cambridge Degrees for Women, 8 pp. 4to. (A Fly- 
sheet issued to Members of the Senate of the University 
of Cambridge.) 

The Old Generation of Economists and the New. (Quar- 
terly Journal of Economics, Vol. XI. pp. 23.) 

An Address delivered to the first meeting of the 
Cambridge Economic Club, Oct. 29, 1896. 

“‘ Speaking generally, the nineteenth century has in 
great measure achieved qualitative analysis in economics ; 
but it has not gone farther. It has felt the necessity 
for quantitai've analysis, and has made some rough 
preliminary surveys of the way in which it is to be 
achieved ; but the achievement itself stands over for you.” 

Distribution and Exchange. (Economic Journal, Vol. 
VIII. pp. 37-59.) 

A reply to Prof. Hadley’s “Some Fallacies in the 
Theory of Distribution.” 

Mainly an essay in method. As_ regards Prof. 
Hadley :—‘‘I venture to adhere to the opinion that 
distribution and exchange are fundamentally the same 
problem, looked at from different points of view.” 

The Slow Progress of our Exports. (Letters to The Times, 
Nov. 10 and Dec. 2, 1898.) 

He suggests “that we already import from abroad 
nearly as much tropical and other produce, which we 
cannot raise ourselves, as we want; and that, as our 
real income increases, we prefer to spend its growing 
surplus largely on such personal services as conduce to 
domestic comfort, recreation, education, etc.” 

Evidence before the Indian Currency Committee. (Minutes 
of Evidence taken before the Committee, Part II. 
[C. 9222], pp. 167-185, and Appendix [C. 9376], Diagrams 
64-69.) 

The examination was held on Jan. 11 and Feb. 16, 
1899, and occupies thirty-four columns. 
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Memoranda on Classification and Incidence of Imperial and 
Local Taxes. (Written replies to a Questionnaire cir- 
culated by the Royal Commission on Local Taxation. 
Report of the Commission [C. 9528], pp. 112-126.) 

Speech at a Meeting held at the Lodge of Trinity College, 
Cambridge, Nov. 26, 1900, to consider what steps should 
be taken to perpetuate the memory of Professor Sidg- 
wick. (Cambridge University Reporter, Dec. 7, 1900.) 

An Export Duty on Coal. (Letters to The Times, April 22 
and May 9, 1901.) 

“The Chancellor of the Exchequer’s proposal to put 
an export duty on coal... is not, as some have 
asserted, to be condemned on general economic principles. 
. . . On the other hand, a tax on the export of coal 
appears to present many technical difficulties; and to 
be not worth the disturbance it must cause unless it is 
to be permanent. And, what is more important, it is, 
to a certain extent, a breach of international comity... . 
My doubts have never been resolved; but I admire 
the courage of the Chancellor.” These letters were 
reprinted in the Economic Journal, Vol. XI. pp. 265-268. 

A Plea for the Creation of a Curriculum in Economics and 
Associated Branches of Political Science. Pp. 18. (A 
pamphlet printed for circulation to the Cambridge Senate.) 

Economic Teaching at the Universities in relation to 
Public Well-being. (A Paper read at a Conference of 
Members of the Committee on Social Education, Oct. 
24, 1902.) 

The Proposed New Tripos. (A Fly-sheet to the Cam- 
bridge Senate.) 

Discussion in the Cambridge Senate on the proposal to 
establish a Tripos in Economics and Associated Branches 
of Political Science. (Cambridge University Reporter, 
May 14, 1903, pp. 772-774.) 

Fiscal Policy: a letter to the secretary of the Unionist 
Free Food League. (The Times, Nov. 23, 1903.) 

“ About thirty years ago I became convinced that a 
protective system, if it could be worked honestly as well 
as wisely, might on the whole benefit countries in a 
certain stage of industrial development, and that set 
me on the inquiry whether a free-trade policy was 
wholly right for England. I have pursued that inquiry 
ever since, and have gradually settled down to the 
conclusion that the changes of the last two generations 
have much increased the harm which would be done 
to England by even a moderate protective policy, and 
that free trade is of more vital necessity to England 
now than when it was first adopted.” 

On a National Memorial to Herbert Spencer. (Daily 
Chronicle, Nov. 23, 1904.) 

“There is probably no one who gave as strong a 
stimulus to the thoughts of the younger Cambridge 
graduates thirty years or forty years ago as he. He 
opened out a new world of promise; he set men on 
high enterprise in many diverse directions; and though 
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he may have regulated English intellectual work less 
than Mill did, 1 believe he did much more towards 
increasing its utility. He has, perhaps, been more 
largely read and exercised a greater influence on the 
Continent than any other recent English thinker except 
Darwin.” 

Education and the Classics. (A letter to The Times, 
March 3, 1905.) 

In favour of the reformers in the compulsory Greek 
controversy. Nevertheless he holds that “for several 
years the child’s most educative study is that of words, 
for he is still too young to make a scientific study of 
things. . . . Experience shows that he has more to gain 
from handling words than from any other exercise, 
perhaps more than from all others put together. The 
materials for his work come to him gratis and in abund- 
ance; and in building with them, he is called on to 
exert the highest spontaneity of which he is capable. 
Demands are made on his general intelligence, his 
judgment, his perceptive sensibility and his taste; and 
in a greater or less degree he can rise to these demands. 
He is architect, engineer, and skilled artisan all at 
once.”’ 

University Education for Business Men. (Letters to The 
Times, Dec. 18 and 29, 1905.) 

Introduction to the Tripos in Economics and Associated 
Branches of Political Science. Pp. 16. 

The Social Possibilities of Economic Chivalry. (Economic 
Journal, Vol. XVII. pp. 7-29.) 

An Address delivered before the Royal Economic 
Society on Jan. 9, 1907. 

One of the best of A. M.’s occasional utterances on 
social questions: on the two themes, “‘ We have more 
reason to be proud of our ways of making wealth than 
of our ways of using it,” and ‘Social disaster would 
probably result from the full development of the collecti- 
vist programme, unless the nature of man has first been 
saturated with economic chivalry.” 

Memorandum on the Fiscal Policy of International Trade. 
Pp. 29. (House of Commons Paper, No. 321 of 1908.) 

This Memorandum was written in August 1903, but 
was pigeon-holed in the Foreign Office unprinted (with 
the acquiescence of the author), in circumstances 
described in the Memoir, until 1908. See also A. M.’s 
letter to The Times, Nov. 23, 1908. 

Rates and Taxes on Land Values. (Letter to The Times, 
Nov. 16, 1909.) 

Blessing, on the whole, the proposals of the “ Social 
Welfare Budget ” of that year. 

Alcoholism and Efficiency. (Letters to The Times, July 7, 
Aug. 4, and Aug. 19, 1910.) 

In controversy with Professor Karl Pearson. 

A Fight to a Finish. (Letters to The Times, Aug. 20 
and Aug. 25, 1914.) 
An appeal for the moderation of national hatred. 
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Civilians in Warfare. (A letter to The Times, Oct. 28, 
1914.) 

A “ plea for the dissemination of accurate information 
as to the conditions under which the civil population 
of a country may oppose the violence of an invading 
army.” 

Milk in Germany: the Oversea Supply of Fats. (Letters 
to The Times, Dec. 29 and Dec. 31, 1915.) 

The Need for more Taxation. (A letter to The Economist, 
Dec. 30, 1916.) 

In support of Prof. Pigou’s plea for increased taxation 
to defray the expenses of the war. 

The Uses of Hatred. (Letter to The Times, Dec. 28, 
1917.) 

A protest against Sir Conan Doyle’s proposal for the 
systematic development of hatred against Germany as 
a political weapon. “To foster hatred as an end would 
strengthen the position of pacifists, whose noble senti- 
ments seem to me to make for a premature peace which 
would inflict a disaster almost unparalleled in history 
on the coming generation.” 

National Taxation after the War: I. The Appropriate 
Distribution of its Burden; II. Taxes on Imports—the 
New International Situation. (An Essay contributed 
(pp. 313-345) to “ After-War Problems,” a volume “ by 
the Earl of Cromer and others,” under the editorship 
of Mr. W. H. Dawson.) 

A re-endorsement of Free Trade in post-war con- 
ditions. ‘A broad system of Protective duties would 
deprive Britain of the strength which has enabled her 
to carry the chief financial burdens of the war, would 
confer some benefits on particular industries at the 
cost of much greater injury to the people at large; 
and would lessen the funds available for paying pensions 
to wounded men and to widows; and for lowering the 
present mountain of debt, which may threaten to turn 
some peril of a later generation into disaster.” He 
favours an income-tax which would exempt savings, 
would take account of the number of people dependent 
on each income, and would be steeply graduated. 


979. 1919. Industry and Trade. Pp. xxiv + 875. (Macmillan and Co.) 


Ist edition, 1919. 2000 copies, 18s. net. 

2nd edition, 1919. 2000 copies. 

3rd edition (stereotyped), 1920. 2000 copies. 
4th edition, 1921. 2000 copies. 

5th edition, 1923. 3000 copies. 


80. 1920. Premium Bonds. (A letter to The Times, Nov. 17, 1919.) 


A protest against ‘“‘ a form of State Lottery.” 


81. 1923. Money Credit and Commerce. Pp. xv + 369. (Macmillan 


and Co.) 
Ist edition, 1923. 5000 copies, 10s. net. 
J. M. Keynes 
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SANCTIONS FOR Discount PoLicy 


1. THE argument of this short note arose out of discussions, 
in an industrial centre, with persons who were interested in the 
problem of the application of propositions which were of the 
nature of advice given by economists to the community. It is 
therefore mainly concerned with sanctions. A sanction is an 
influence which induces a person to do something, and its 
application depends on (a) the knowledge by some persons that 
it can be done, (b) the extent to which that knowledge has reached 
other persons engaged in practical affairs, (c) the willingness of 
the latter to take the trouble. The question raised in a recent 
volume, Is Unemployment Inevitable? * must be answered to a 
great extent from the point of view of sanctions. By analogy, 
the question whether sickness is inevitable is not merely one 
of the stage which has been reached by medical science, but 
of the willingness of persons or organisations to adopt or enforce 
precautions; and unemployment is comparable rather with 
sickness as a whole than with any particular disease. Yet sick- 
ness has been reduced by the successful attack on some large 
diseases; and industrial fluctuation is a large economic disease. 
There is nothing similar to a Ministry of Health which can enforce 
precautions, so that there is a gap between economic advice and 
its application. 

2. It was impressive to find that to a large extent the economic 
propositions were simply not realised. To how many bankers, 
for example, has the proposition regarding discount policy 
permeated so as to create a consideration of bank policy in this 
matter at all?’ Have many public authorities given any atten- 
tion to the question of regularising their demand for goods? If, 
as I think, not, are the economic propositions too general, or do 
they take too little account of the administrative facts, or do they 
ask particular persons to do at their risk what they do not ask 
other persons to do also ? 

3. In his contribution to the volume referred to, Professor 
Pigou has restated the pros and cons of economic advice, and 
this paper relates mainly to two of his propositions. The first 
is that ‘‘ to ask a Central Bank to frame its discount policy with 
a view, not at all to the safety of its reserve or the profitableness 
of its business, but exclusively to keeping prices steady, is to 
invite a private institution to act wholly for public ends.” The 
second, that “‘ until the gold standard has been re-established, 


* Reviewed above,'p. 602. 
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more elaborate improvements in our monetary system are not 
practical politics.” As regards his argument on the regularising 
policy of public authorities, I discussed this question, after 
private inquiries, in a recent number of Economica (January 
1923); the administrative difficulties appeared serious, apart 
from the question of knowledge of the proposal, and it is discount 
policy that is now the main form of economic advice. 

4, The questions to which the proposals for a discount policy 
give rise are two: first, the sanctions which are possible; second, 
the relation of such a policy to an analogous policy pursued by 
any body of organised producers. 

5. The sanctions must be found, as one alternative, in the 
willingness of bankers to do, in the public interest, what they 
would not do in their own interest alone, and to bear on their 
own profits the consequences of doing it. The banks do, in fact, 
raise the rate of interest as industry recovers from a depression 
towards a boom; they are advised to raise it more rapidly and 
effectively, and to bear the consequences to their profits. In 
the other alternative, the sanctions must be found in some control 
over bank policy which either exists and can be developed, or 
which must be created. 

6. But this must raise the second question, whether the pro- 
posal to moderate a rise in prices through the rapid increase of the 
price of money is one that has any analogy in case of the pro- 
ducers of other things than credit. If it has, it is plain that the 
problem of sanctions in the former alternative is a more difficult 
one, since bankers are being specially selected for an advice 
regarding the conduct of their private business, and specially 
criticised if they do not accept it. Ifa rapid advance in the price 
of any other fundamental goods or services will act so as to prevent 
the rise of general prices from going so far as it would go with a 
more gradual initial advance of the prices of these goods or 
services, then the problem of voluntary sanctions is widened, and 
its special application to bankers made more questionable. If 
sanctions can be imposed by a control, that will then be rather 
because such a control can be imposed on bankers more easily 
than on other private organisations, than because bankers ought 
specially to be subjected to it. 

7. Influences acting on money and those acting on goods and 
services are generally opposed to each other in their effect on 
prices. But what is being discussed is something more than 
normal changes. It is the practical question whether changes 
which are to be deliberately made abnormal, or disproportionate 
to market conditions, as regards the price of either credit or 
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certain other things, would not in either case impede the expansion 
of production. That expansion obtains its impetus through 
gradual changes in which all goods and services react on each 
other; but the deliberate placing of the cost of some service 
on a basis in advance of that which the others have reached, 
may simply create a restriction of industrial expansion, whether 
the service so interfered with is money or anything else. It does 
not matter whether the operation is precisely the same in all 
cases; provided this is its effect, then the sanction of the public 
welfare is one which has a wider reference than bank policy alone. 

8. It is in the interests of employment that the discount 
policy is to be used. Therefore it is the final incidence on manu- 
facturers of that policy that is important; if an analogous policy 
with regard to any other services or goods is comparable with 
discount policy, it will only be because it will have an incidence 
tending to the same result. 

9. All the costs of producers do not rise together as trade 
becomes active; there are fixed charges, and a time-lag in other 
charges, such as wages and transport. Therefore if producers are 
not to be subsidised by rising prices, some other charges must 
increase out of proportion to the increase in the prices of final 
products; that is to say, must be rapidly advanced to a level 
which would, in the absence of a policy, have been reached only 
at a later stage. The advance of these charges is not a subsidy 
to the producers of the service or goods concerned, because, if it 
succeeds in its aim, it is going to arrest the expansion of the market 
as a whole. They would not, in their own interests alone, have 
made such an advance, but some less and more gradual advance. 
Thus, when the German coal cartel cancelled contracts which 
were to rise from 14 to 20 marks per ton, and substituted an 
immediate basis of 17 marks, it accepted the effect on its own 
dividends of this attempt to stabilise the market. 

10. While the important result is the incidence on producers, 
it is reached through influences on their market, whether they sell 
direct or through merchants. So far as merchants discharge 
simply a distributive function, their loans are part of their costs, 
and are charged forward ; but the influence on prices is very small. 
So far as merchants engage in speculation, and withhold stocks 
for a rise, the interest on their loans is a charge on their profits, 
and an increase in interest has a more considerable effect. A 
rapid increase in interest therefore induces them to turn towards 
the distributive function, and producers are less called on to 
satisfy an apparent demand, which is the demand of merchants 
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for stocks. At the same time an increase in interest affects 
producers themselves, not merely in the cost of loans to finance 
purchases, but in the rate they must pay on bonds if they wish to 
finance extensions of their business. 

11. If it is the price of some other fundamental service or 
commodity that is in the same way advanced, a check is put on 
the expansion of production in those early stages of the boom 
when it gathers momentum. An increase in the price of coal, 
deliberately made for this purpose, in excess of the increase which 
would gradually have taken place, will discourage the market, 
whether directly or through merchants. The scope of speculation 
is restricted when the market is quickly advanced to a high basis 
of prices. It is in the gradual rise that both speculation and the 
psychological influences on producers and consumers have their 
opportunity. 

12. It is only after events which show what advance in the 
cost of a fundamental service would be sufficient to retard 
effectively the expansion of the market. The increment which is 
desired in that cost, beyond the rate which at any stage it would 
have reached in the absence of any policy, is related to some 
future prices which it also helps to create. In the study of 
fluctuations and their remedies, the backward view has to allow 
for the uncertainty of those who have to take the forward view. 
The sanction of the public interest can ask only for some 
increment in charges, deliberately imposed in order to head off 
speculative tendencies by giving them a handicap to overcome. 

13. An attempt to make an analogy between charges for 
loans, and for any other necessary factors of expanding pro- 
duction, may appear to be strained, and to be working against a 
fundamental opposition between monetary conditions, and con- 
ditions which apply to what is measured in money. But we are 
here dealing with money in its use as capital. Rising prices tell 
against those who use money for expenditure, without an offset 
in its capitalist use. But the lender receives back at a later stage 
money which, employed as capital, has appreciated in price; or 
otherwise, the expansion of industry enables him to purchase a 
long-term fixed interest-bearing security at a lower price. The 
borrower has taken the risk of the course of prices, and is it quite 
correct, if the event shows an increase, to take the backward view, 
and charge him with a real rate of interest that is above the 
borrowing rate? The price of loans becomes an increasing charge 
on producers and merchants who have continually to replace 
them, as they have to replace other factors of production. 
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14. Further, the incidence of an increased charge for loans 
may seem to be so much heavier than that of an increased charge 
for any other single requisite, that an analogy fails. But the 
restrictive effect depends not on the average incidence, but on the 
incidence where it is heaviest. In the case of discount, that 
point is mercantile speculation; in the case of anything else, it 
is the processes where it is demanded in an unusual degree. The 
average effect even of discount policy is filtered through the pro- 
portion of trade which is mercantile, the proportion of that which 
is speculative, and the proportion of speculative stocks which is 
financed by loans. 

15. If, then, the cost of other factors than credits could be 
advanced so as to restrict the expansion of the market, the 
selection of bankers for this policy is the special application to 
them of a sanction which has a wider scope. It is implied that 
they ought to be more influenced by a view of the public welfare 
than other organisations also engaged in making profits. If the 
production of coal were as much centralised as that of credit, 
and its administration also as highly localised; and if the Govern- 
ment had close relations with one of the administrations, then 
the sanction of the public welfare could be urged in relation to that 
commodity, as, in fact, it has been in the case of the great cartels. 
Is it not the power, resting on the nature of an organisation, to 
exert a great influence quickly, rather than a unique obligation 
to do so, which has attached this sanction to the bankers? If so, 
this sanction becomes very arguable from their point of view. Is 
there any other sanction which has a more special application to 
them ? 

16. It is now assumed, as a matter of fact, that this country 
intends to restore a gold basis of currency. Without discussing 
its merits it is, in fact, the tendency of policy. There will be some 
fiduciary issue, and the conditions of the Bank Act relating to 
that are practically obsolete. If it is given a definite maximum, 
a control over policy will exist, the extension of which, by slight 
amendment, would create that extra influence on market con- 
ditions which is sought for. If the Government could require, on 
short notice, a reduction of the uncovered issue, the Bank would 
have a choice between two courses. It could withdraw currency 
against the outside sale of securities; or it could exchange 
securities for either gold or notes between its own Issue and Bank- 
ing Departments. In either case, the Bank ratio is diminished, 
by the latter method more than by the former. This influence on 
discount would be over and above that which was already due to 
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ordinary grounds of bank policy at such a time; and what is 
desired is some increment of this kind. Of course more effective 
currency policy than this can be devised; this suggestion for a 
sanction is based on the assumption that it is the gold standard 
which is to be operated, and not a new system of currency regula- 
tion. It is not a very elaborate change in the operation of the 
gold standard if and when attained; and even pending its attain- 


ment it is possible to apply it. 
D. H. MaceRecor 


Tur ATTACK UPON THE ORGANISER CLASS 


THE most important feature in post-war industrial develop- 
ment has been the acceleration of the pace at which capital is 
becoming an entirely impersonal force, and the place of the 
old-time capitalist as a director of industry is being taken by a 
class of expert organisers; who are not themselves capitalists, 
but who collect and employ capital, very much as they collect 
and employ labour, often taking as little of the risk of capital 
loss as does the labourer. 

This functional separation between the organiser and the 
capitalist naturally results in a parellel division of the proceeds; 
capital is now visibly taking only interest plus payment for 
risk-taking, whilst the organiser—whose ability has made the 
“ profits ”’—receives those profits. 

The receiver—or supposed receiver—of profits has always 
been looked upon by the rest of the community as the blood- 
brother of the receiver of stolen property, he has always been 
suspect, and always under fire, though his foes have not always 
recognised what it was they desired to attack. 

The Co-operative movement has frequently been represented 
as directed against Capitalism, and its political alliance with 
Socialism is based upon the presumption that the objectives of 
the two movements are identical. Co-operation is, however, 
essentially a capitalistic scheme; its members subscribe capital 
at fixed rates of interest—are capitalists—and their real objective 
is not the despoiling of the capitalist (they themselves take 
interest plus payment for the risk borne), but the annexation of 
the remuneration of the organiser profits. The Co-operative 
movement refuses to recognise the organiser’s ability as a separate 
and necessary factor in modern production, and therefore, con- 
sistently, it proposes to distribute as “divi” the profits which 
under the present system the organiser takes as his share. That 
is, it holds that profits are an addition to the price charged to 
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the consumer, and not a deduction from the marginal supplier’s 
cost. 

On the other hand, Socialism is a genuinely anti-capitalist 
movement, aiming at the State ownership of land and capital. 
In practice and in theory, therefore, Socialism has room for the 
expert organiser though not for the capitalist. His remuneration 
might be styled “salary,” might be distributed other than in 
currency notes, but the supremacy of the organiser in the Socialist 
scheme would, in practice, involve the sanctity of his remunera- 
tion, 7. e. of profits. 

So that on a true appreciation of the position these two 
movements are but temporary allies; ultimately each is capable 
of succeeding only as the other fails. 

The attack, as so far made, has been met by the institution 
of profit-sharing schemes, either with or without a sharing also 
in capital interest. But the minute fractions shared out at long 
intervals have not solved the industrial troubles, rather these 
schemes must tend in the opposite direction; for the average 
concern the idea is of use only in boom periods, and then at the 
expense of creating trouble for the lean years. In practice frank 
autocracy, combined with honourable treatment, security and 
high wages (whether this means high costs of production or not 
depends upon the efficiency of management), have succeeded in 
attracting the confidence and support of employees to a far 
greater extent than schemes of profit-sharing and joint control. 
It is probable that these schemes represent a temporary phase 
which will rapidly pass away and be looked back upon with 
surprise by generations to come. 

It may be surmised that the real attack upon the organiser 
class will not come from either of these directions, but is already 
working up along quite other lines. It is a curious survival of 
the days of small industry, when the organiser was his own 
capitalist, that when industrial difficulties arise they are invariably 
thought of as conflicts between labour and capital. In fact 
under present conditions the forces engaged constitute a triangle ; 
capital is usually passive whilst the conflict is conducted between 
the organiser and labour. Now that labour has its organisers it 
does not always lose; on the whole, the sweating of the workman, 
if not abolished, is in process of abolition, and the more serious 
matter to-day is the sweating of capital, which is still unorganised 
and relatively defenceless. When the Companies Act originally 
provided for the annual submission of certified balance sheets to 
the proprietors, it was presumed that by the perusal of these 
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and the consideration of the reports presented to them they 
would be in a position to control the management; but that 
presumption has long since been falsified. The withholding of 
detailed accounts of working, the manipulation of stocks and 
reserves, and still more the formation of Holding Companies, 
have progressively withdrawn from the capitalist all real know- 
ledge of the use of his capital, and even of its continued existence. 
Recent events and cases are probably opening the eyes of the 
more intelligent shareholders, and it is significant that an associa- 
tion of shareholders in one class of industry has prepared a 
standard form of accounts for that industry. It is very probable 
that that movement will spread with the appreciation of the 
fact that the statutory duties of the auditors scarcely entitle the 
“dogs ”’ to bark in the majority of cases in which watch-dogs 
are needed; and if capitalists interested in different classes of 
concerns are banded together in organisations controlled by 
skilled and experienced organisers (after the analogy of the Trade 
Unions), it will not be long before they discover that it is not 
very useful to prescribe forms of account unless you can also 
control the preparation of the figures which are to be entered 
thereon. In that event the organiser class will arrive at another 
crucial stage in its evolution, it will find itself checked on the 
one hand by Unions of Capitalists, as it is now checked on the 


other by Unions of Workers. 
W. J. Back 


JAPANESE AFFAIRS 


1. The Earthquake-—Among the events which have occurred 
since my last report in the Economic JourNAL (June, 1923), the 
most striking is the earthquake and the fire which ravaged 
Tokyo, Yokohama and their vicinities, causing the loss of over 
a hundred thousand human lives and of property to the value of 
many billion yen. If we add to this the indirect and immaterial 
losses, the extent of the damage is beyond estimation. No 
wonder then that the nation is still feeling the after effect of this 
great misfortune, although the work of reconstruction is making 
fair progress. 

2. Finance.—Never in history since Japan became a con- 
stitutional country have Cabinet changes been so frequent as 
in the last few years. The Yamamoto Cabinet which was formed 
after the death of Baron Kato lasted only four months (Sep- 
tember 1923-December 1923), being forced to resign on account 
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of a lad obstructing the procession of the Prince Regent. The 
Kiyoura Ministry which succeeded Yamamato’s, after dissolving 
the Diet in January, resigned in June 1924, being unable to face 
the three parties united against it. Viscount Kato, who was 
once our Ambassador at the Court of St. James, and who had 
led the opposition (Kensei-Kai) for more than ten years, became 
Premier of the Coalition Government with Takahashi and Inukai, 
the former leading the Seiyu-kai and the latter the Kakushin 
Club. 

Although the Budget for the fiscal year April 1923-March 
1924 was passed without substantial change from what was 
reported previously, the Budget for the succeeding year was, 
as a result of the dissolution, the repetition of the previous year 
in accordance with the clause of Constitution which so enacts in 
case the Finance Bill does not pass the Diet. The Kato Cabinet 
is now busy compiling the Budget Estimate for April 1925- 
March 1926, trying hard to be true to its professions of retrench- 
ment, extension of franchise, and reform of the Upper House. 
It is rumoured that expenditure is to be cut down by about 
200,000,000 yen, thus avoiding a new issue of debt bonds, abolish- 
ing offices and diminishing the number of employees. 

3. Trade and Economy.—The new Chancellor of Exchequer, 
Mr. Hamaguchi, is a firm believer in economy and thrift, and 
his energy has been concentrated in passing the Bill for raising 
customs duties on luxuries. Although he is fighting against 
high prices caused by steady increase of expenditures (national 
and local), consumption (public and individual), wages and rate 
of interest and other factors which make up the cost of pro- 
duction, it will take time before his aim is attained. As the 
result of high prices and inferior quality, exports are lessened, 
while imports are ever on the increase. 














Year. Currency. Exports. Imports. 
1922 1,537,570,000 1,637,451,000 1,890,308,000 
1923 1,491,820,000 1,447,749,000 1,987,063,000 
1924 1,386,700,000 944,500,000 1,625,100,000 

(up to July) 











4. Foreign Affairs—The passing of the Immigration Law, 
prohibiting admission of Japanese labourers by the American 
Congress, was greatly resented in Japan as establishing an unfair 
discrimination. However, nothing could be done until the 
Presidential election is over towards the end of the year. 
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The negotiation with Russia concerning revision of com- 
mercial treaties is still going on in Pekin between Mr. Krakhan 
and the Japanese Minister Yoshizawa. However, the progress 
is much slackened on account of difference of views as regards 
recognition of the Soviet Government and the withdrawal of 
troops from Sagalien on the side of Japan, faithful observance 
of past treaties and the giving of fishing and mining concessions 
by Russia. 

The fighting near Shanghai and the conflict between Wu- 
Pei-fu and Chang-Tso-lin are now absorbing the attention of 
the whole nation. Both the Government and the people are 
decided that Japan shall be neutral to every party; but if 
her legitimate interest in Manchuria is threatened she must take 
the necessary steps to guard it as a measure of self-protection. 

5. Death of a well-known Economist.—Viscount Tajiri, who 
was considered our leading economist, died in August 1923 at 
the age of seventy-four. After studying at Yale University 
he came back to Japan and served under Count (afterwards 
Prince) Matsukata, helping him in financial and economic reforms. 
He assumed the office of the Vice-Minister of Finance and the 
Chief Comptroller of Audit for many years, and before his death 
he was the Mayor of Tokyo. While he was busy in official 
works he lectured in national and private universities and wrote 
many books on economic and financial subjects, among which 
the most well known and popular is Zaisei to Kinyu (Finance and 
Currency), published by Yuhikaku. The first edition came out 
in 1901, and being revised almost every succeeding year had a 
large circulation. His Hlements of Economics, Applied Economy, 
Treatise on Banking and National Debt, Essence of Economic 
History, New Wealth of Nations, and many contributions to 
economic journals are also widely read. On theoretical lines he 
was a believer in freedom of trade, retrenchment in finance and 
deflation of currency, and practically he carried out many 
financial and economic reforms and improvements. He thus 
rendered great services to the country and had the honour of 


being made a Viscount. 
J. SoYEDA 


(Correspondent of the Royal 
Economic Sociely for Japan) 
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OBITUARY 


MarFrrreo PANTALEONI 


On October 29 Italy lost the prince of her economists, MAFFEO 
PANTALEONI. He died of a heart attack, only a few minutes 
after concluding an address to the Savings Banks Congress in 
Milan. 

Maffeo Pantaleoni was born on July 2, 1857, at Frascati, 
near Rome. His father, Diomede Pantaleoni, was a physician 
and political writer who had taken an active part in the move- 
ment for national unity, fighting in particular against the temporal 
power of the Popes. He had enjoyed the friendship of d’Azeglio 
and Cavour, and it is said that the latter had so high an opinion 
of him that “‘ he thought him indispensable for the solution of the 
Roman Question.” 

After having graduated in law at the University of Rome, 
Maffeo Pantaleoni was appointed, at the age of twenty-five, 
Professor of Political Economy at the University of Camerino. 
Thence he passed to. the University of Macerata, then to the High 
School of Commerce in Venice, and later to that of Bari, of which 
he became Director. In 1890, however, he resigned this post, 
resenting a censure which the Board of the School had passed on 
him for a criticism which he had directed against the Government. 
This was the time of the big bank scandals, and Pantaleoni took 
a leading part in the campaign for banking reform. Indeed it was 
started by his drawing the attention of Parliament to a secret 
report on the condition of one of the banks of issue, the Banca 
Romana. The campaign ended with the failure of the bank and 
the reorganisation of the system of note issue on the present 
lines. 

For five years he took no part in teaching. During this period, 
having acted as liquidator of a large joint-stock bank, he was able 
to write his monograph on La Caduta del Credito Mobigliare, 
which is still unequalled as an economic analysis of the continental 
type of banques d’affaires, a veritable masterpiece comparable in 
some respects to Bagehot’s Lombard Street. In 1895 he returned 
to University life, having received a professorship at Naples. It 
was only for a short time, however : two years later, having attacked 
in the Press the Government’s policy in the African War, he was 
placed under disciplinary treatment by the Minister of Education, 
and Pantaleoni, intolerant of any limitation to his freedom, again 
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resigned and emigrated to Geneva, where for three years he 
lectured in the University. He returned to Italy in 1900 as 
Professor at Pavia, and in 1902 he succeeded A. Messedaglia as 
Professor of Political Economy at the University of Rome, a post 
which he retained until his death. 

In 1900 he was elected to Parliament as aradicalmember. This 
period was the most distressing and painful of his life. Pantaleoni, 
the champion of banking purity and reform, was accused of joint 
responsibility for the failure of a Turin bank, and a violent Press 
campaign was launched against him. Possibly, as he himself 
believed, this was an act of revenge on the part of those affected 
by his Banca Romana campaign. He defended himself vigorously, 
“answering bite with bite”—to quote his own words—and 
succeeded in proving every charge to be absolutely without 
foundation. But for many months the fight absorbed all his 
time, energy and resources: he came out of it almost ruined 
financially, and his wife, after attempting suicide, became insane. 
When the situation had been cleared up and the trials had ended 
with the conviction of the real culprits, he resigned his seat as 
deputy. “‘Why did I do so?” he wrote. ‘ From disgust— 
disgust at the baseness I had seen, and of the calumnies I had 
seen believed.” The troubles of this period undoubtedly embit- 
tered his character as a political writer, for his violence in con- 
troversy was strangely in contrast with the affectionate and gentle 
disposition shown by him to his friends and pupils. It is not out 
of place to mention that his disinterestedness and his conscientious- 
ness regarding money matters were carried to such extremes as 
to cause him scruples such as but few men are troubled with. 
Thus, he never decided to publish his profound and fine study on 
the causes of crises and the symptoms enabling them to be foretold, 
because, having executed this work as an expert in a case relating 
to a contract unfulfilled in consequence of the crisis of 1907, he 
considered that what he had written belonged to the person who, 
having lost the case, had been condemned to pay for it. And toa 
pupil who asked his permission to publish the lectures delivered 
by him at the University of Rome, he replied that no permission 
from him was necessary. ‘ Faithful to the teaching of F. Ferrara,” 
he wrote, ‘‘ I know that I have no property in that which I have 
already sold once to the public, speaking from the University chair 
and paid by the State.”’ 

After the war Pantaleoni was d’Annunzio’s Minister of Finance 
in Fiume; later, becoming an adherent of the Fascista Govern- 
ment, he was appointed President of the Commission for the 
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Revision of the Budget (a sort of Geddes Committee), and sub- 
sequently the Italian representative on the financial commission 
of the League of Nations for Austria. In March 1923 he was made 
a senator. His political activities, however, found their principal 
field in the Press, where his brilliant qualities as a pamphleteer 
and his combative spirit were able to obtain full scope. ‘I have 
never done the work of a politician in the way it is done by others,”’ 
he wrote, ‘ and as it is well that it should be done by most. For 
my part I have only found pleasure in continuing, as a writer on 
political subjects, my task as teacher.” It would be a mistake, 
however, to take this to mean that he assumed professorial airs, 
placing himself above the fray and confining himself to the 
impartial interpretation of current political events. This was 
rather the attitude of Pareto. Pantaleoni, on the other hand, 
always threw himself into the thickest of the fight, taking up his 
position resolutely, driving home his attack on opponents, some- 
times even in an unfair and merciless manner, delivering heavy 
blows to right and left, without caring overmuch about the con- 
sequences of the frank expression of his feelings. He always 
desired that the functions of the State should be reduced to a 
minimum, but that within those limits its power should be absolute. 
In his later years his opposition to socialism was extended to every 
form of democracy, to the point of seeming almost to justify the 
definition applied to him by an opponent of “a reactionary 
anarchist.”” He had sometimes a conception of politics which 
might be termed “ conspirational,” and frequently imagined that 
he was combating Jewish, German and, sometimes, English 
plots. For thirty years he was the Don Quixote of Italian 
politics—an eager fighter whose sincerity and disinterestedness 
could be thoroughly relied upon—and it would be unfair to judge 
his work by the particular nature of the windmills against which 
he hurled himself. His valuable and really educative contribution 
to the public life of his country, where politics have often descended 
to the lowest forms of accommodation and compromise, was his 
enlightening and stimulating influence, which forced everyone— 
friends and opponents alike—to formulate problems to themselves 
clearly, to assume responsibility and take up a definite position 
with regard to them. 

The fame of Pantaleoni as an economist abroad is based 
mainly on his Pure Economics (published in 1889 and translated 
into English in 1898), which was the first organic treatise in which 
—in accordance with the teaching of Marshall—the doctrines of 
the classical writers were harmonised with the new theories of 











1924] OBITUARY—PANTALEONI 651 


Gossen and Jevons. It is a characteristic of this work that 
every proposition is accompanied by the name of the author who 
originated it, and this practice is followed with such unfailing 
modesty that an inattentive reader hardly realises the important 
original contributions by Pantaleoni which the work contains. 
Pure Economics has been the most efficacious disseminator of the 
theory of utility in Italy as well as in other Latin countries. With 
the lapse of years Pantaleoni modified several of the opinions 
expressed in this work, so that he did not desire it to be reprinted, 
but he never abandoned what constituted its fundamental con- 
ception. In the system of economics formulated by Pareto 
without having recourse to the psychology of the Hedonists, 
basing it only on indifference curves furnished by observation, 
he recognised ‘“‘ the most rigorous and also the most nicely con- 
structed theory of economic equilibrium ”’; but he considered that 
generalisations had already been carried to the extreme limit, 
and that what was necessary was to discover the nature and actual 
form of the functions with which economics deals. He thought 
that for this purpose the data furnished by psychological inquiry 
were of great value to the economist, and considered that to 
disregard them was a sterile act of aberration. Why desire, he 
asked, to imitate the methods of observation of the mineralogists, 
the botanists and the zoologists, throwing away an instrument of 
research which partially compensates the greater complexity of 
social phenomena? Stones, plants and animals do not speak, 
but men, when questioned, answer. 

His forcible and vivacious style, capable of concentrating 
a multitude of thoughts into a few words, and the eagerness of 
his mind ever to be trying itself upon new problems—a quality 
which rendered the detailed work of revision and co-ordination 
difficult and almost intolerable to him—served to make him a 
born writer of monographs, and it is in this form that his most 
original works are cast. The field covered by these monographical 
essays is so vast and varied, extending, as it does, from the theory 
and history of economics to finance and statistics, that it is impos- 
sible in a short compass to do justice to the originality of thought 
which characterises them, and to the evidences of immense 
scientific, humanistic and historical knowledge which they contain. 
We must confine ourselves to mentioning a few of their titles : 
The Probable Amount of Private Wealth in Italy ; The Principles 
by which the History of Economic Doctrine should be inspired ; 
An Attempt to Analyse the Concepts of “ Strong” and ““ Weak” in 
their Economic Connexion (published in this JouRNAL, June 1898) ; 
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The Division of Labour in Male and Female Occupations ; Observa- 
tions on the Attribution of Values in the Absence of Market Prices ; 
The Origin of Barter ; A Critical Examination of the Principles of 
Co-operation, etc. 

The greater number of his works were published in the Giornale 
degli Economisti, which he acquired with a few friends in 1890, 
infusing into it fresh life, and of which he was thereafter joint 
editor. These writings are collected in three volumes under the title 
Scrittt vari di economia (1904, 1909 and 1910). His political 
writings form five volumes and were published under various titles 
between 1917 and 1922 by Laterza of Bari. Death overtook him 
while he was preparing the publication in final form of his economic 
works, which were intended to form four volumes—two dealing 
with theoretical subjects, one historical, and one financial and 
statistical. Only the first volume has been published (Hrotemi 
di Economia, 1924), but it is to be hoped that his work was 
sufficiently advanced to permit of complete publication. 

The work of Pantaleoni as a thinker and writer, however, 
is equalled, if not surpassed, in the opinion of those who have been 
so fortunate as to be in personal contact with him, by his work as 
a teacher. To this he devoted all his enthusiasm and ardour; 
it was in this that he took most pride Teaching, in the discursive 
and unassuming form which was characteristic of him, furnished 
an ample field for the exercise of his extraordinary combination 
of high intellectual and moral qualities. Italian economists are 
few indeed who are not in some measure his disciples. First 
among these are Pareto and Barone, who predeceased him by a 
few months and whom he initiated into economic studies, inducing 
them to abandon other fields of study for that of economics. As 
was to be expected in one who boasted of not belonging to any 
school, regarding them all as ‘“ obnoxious syndicates of fools,”’ 
and who considered that there were only two real schools of 
economists—those who understand economics and those who do 
not—his teaching, far from being aimed at imposing ready-made 
theories upon his pupils, was solely concerned with urging them to 
think for themselves. His freshness of outlook enabled him to 
present the oldest questions under aspects which were ever new, 
and his intellectual frankness led him to express every proposition 
in the most clear-cut, and sometimes extreme, form, in such a way 
as to render its passive acceptance impossible, to stimulate in the 
hearer the desire to criticise, and to fix his attention at once on the 
punctum saliens of the question. If in some cases this habit has 
led him in his writings to make certain statements which may seem 
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of too crude and unqualified a nature, this was a sacrifice made by 
the writer to his mission as teacher. This can but increase the 
gratitude of his pupils, who to-day mourn the most self-sacrificing 


and most beloved of masters. 
P. & 


With the death of Maffeo Pantaleoni there disappears not only 
one of the highest personalities of Italian economic science, but a 
valiant fighter in all the fields of thought and action. 

He was the son of the Roman physician Diomede Pantaleoni, 
who played a prominent part in the negotiations between Cavour 
and the Holy See, and of a distinguished English lady, educated 
at Potsdam by a German teacher, and afterwards student in 
Rome. In 1882 he published his bachelor’s essay The Theory of 
the Shifting of Taxes, a first-class work, which is still one of the 
few classical treatises on this difficult subject. In 1884 followed 
the work on The Probable Amount of the Private Wealth of Italy, 
full of profound and subtle remarks—the first of a series of Italian 
writings on this matter. In 1887 he published a very remarkable 
essay on 7'he Burden of Taxes, which marks a new phase in his 
mental evolution. Indeed, while his preceding works are inspired 
by the English classical school, and above all by Ricardo, this work 
showed the evident influence of Jevons. But that evolution is 
definitely accomplished in his Pure Economics (1889), which 
develops economic theory on the basis of final utility. 

After that date Pantaleoni wrote no more formal books, but 
has been prodigal of activity in a numerous series of academical 
discourses and articles for magazines, some of which, however, are 
masterpieces. I may mention specially his excellent paper on the 
fall of the Italian Society of Credit Mobilier (of which he had been 
a Receiver); his paper on co-operation (maintaining that this 
form of enterprise forms no exception to the general economic 
laws concerning the distribution of wealth); his essay on Masters’ 
Syndicates and Workers’ Unions, bringing out the substantial 
identity of the two organisations; the essay on political prices 
(imposed by the State, without any consideration of the cost and 
the quantity of the products or services purchased by individual 
consumers), and many other papers composing the three volumes, 
Various Economic Writings, and the new collection: Hrotemi di 
Economia, of which the first volume has just been published. 
Finally, he dedicated many essays to the analysis of the economic 
aspects of the world war—afterwards collected in four volumes. 

Exuberant genius, passionate and multiform, sometimes 
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pursuing the most noble motives against his personal interest, 
as when he abandoned the chairs of Bari and Naples to strive 
against the authorities or the Government, or when he refused 
election to the National Academy of Rome because Pareto had 
not been elected; sometimes, on the contrary, abandoning science 
for speculation and business; he was in every moment of his life 
an incomparable personification of that instinct of combinations 
which his illustrious friend has so largely analysed. Perhaps it was 
that instinct that prevented him from writing a fundamental work, 
a Capital developed in a conservative sense, or an Industry and 
Trade. Perhaps also his genius was too great to be imprisoned 
in a book. But the numerous and fruitful truths disseminated 
in his writings remain a great monument of a singular genius; 
they are the innumerable sparkles of a fractured star, which will 
long enlighten scholars everywhere in every field of social investi- 
gation. 

Like his life, his death also has been noble and _ glorious. 
Although aware that he was suffering from a mortal disease, he 
did not hesitate to leave his home to go to the Congress of the 
Savings Banks in Milan, where he fell while defending the theses 
of his report against his critics. So he could very truly have 
repeated of himself the words of Byron’s Corsair : 

“Let him who crawls enamour’d of decay, 
Cling to his couch, and sicken years away ; 
Heave his thick breath, and shake his palsied head; 
Ours the fresh turf, and not the feverish bed, 


While gasp by gasp he falters forth his soul, 
Ours with one pang—one bound—escapes control.” 


ACHILLE LorRIA 


CARLO FERRARIS 


Ir is with profound regret that I report the death of Carlo 
Ferraris, Professor at the University of Padua. Born in 1850, 
he wrote in his youth on questions of public law (in particular 
on the representation of minorities), and in his old age on 
questions of administrative law (local government, for instance). 
But the middle part of his life was devoted to political economy. 
Some essays on economic questions (1878)—one relating to 
agrarian conditions in England—were followed by the book, 
Money and Paper Money (1879), developing the theory that the 
disagio of the paper money is not the effect of inflation, but 
of the unfavourable balance of international payments. His 
Principles of Banking (1892) is a very conscientious and learned 
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work. His report on the Industrial Accidents and the Law (1897) 
served to promote the Italian legislation on the compulsory assur- 
ance against industrial accidents. In the same year he pub- 
lished the book, Historical Materialism and the State, containing 
a very clever and profound criticism of my Economic Foundations 
of Society. But the best fruits of his mind are undoubtedly the 
excellent speeches and reports on financial and economic questions 
which he made in the Chamber of Deputies, and later in the 
Senate. They are a model of lucidity, learning and practical 
sense, and an important contribution to the legislative progress 


of our country. 
ACHILLE LoRIA 





RECENT OFFICIAL PUBLICATIONS 


Guide to Current Official Statistics in the United Kingdom, Vol. II., 
1923. (H.M. Stationery Office, 1924.) 


Tuts continuation sustains the high character that we have 
attributed to the first issue (Economic JourNAL, Vol. XXXIV. 
p. 138). As before, subjects are arranged under several main 
headings, ranging from Agriculture in alphabetical order. 
Starting from one of these, the statistician readily finds his way 
by means of subordinate divisions to any topic which he is 
investigating. Suppose, for instance, that some aspect of 
infant mortality is the object of his research. The heading 
Death Rates supplies him with the clue, 620; which number is 
found in another part of the Guide to indicate the Registrar- 
General’s Statistical Review of England and Wales. The 
exploration of that Review is facilitated by a new apparatus, a 
** Key ” which shows all the passages in which any particular 
Official paper is mentioned in the Subject Index. In the case 
before us the one numbered 620 is so mentioned. Our inquirer 
may thus be conducted to the heading IJnfantile Mortality, 
comprising numerous subdivisions, with the aid of which he can 
readily find his way to the particular object of his research. The 
Guide can be procured from H.M. Stationery Office (through 
any bookseller) for 1s. net., 1s. 43d. post free. 





Siaty-Siath Report of the Commissioners of His Majesty’s Inland 
Revenue for the year ended 31st March, 1923. [Cmd. 1934.] 
THE receipts and other returns for 1922-23 are not directly 


comparable with the records of former years relating to the 
United Kingdom. Thus the net receipts for 1922-23, almost 
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£480,000,000, relate only to Great Britain and the “ reserved 
taxes ’’ of Northern Ireland. Another breach of continuity was 
caused by the new system of graduation, which does not show 
the number of incomes between £130 and £160; a number that 
was in the last year available, viz. 1919-20, nearly 3} millions. 





Report of an Enquiry into Agricultural Wages in the Bombay 
Presidency. By G. Finpiay Sutrras. (Labour Office, 
Government of Bombay.) 

Tus report is similar in intention and method to that on 
Wages, etc., in the Cotton Mill Industry noticed in the Economic 
JOURNAL, 1923, p. 265. The statistics refer to the period 1900 
to 1922 and are mainly based on monthly reports received from 
a number of districts regularly since 1900. It is rather con- 
fusing to find that under agricultural labour is included that of 
artisans working in rural districts, and very careful reading is 
needed to grasp the meaning of the terms field labour, ordinary 
labour and skilled labour and their relation to urban and rural 
industry. In the classification of occupations according to the 
Census and in the distinction between various classes of owning 
or occupying cultivators and labourers some confusion is almost 
inevitable; but the introduction lacks lucidity in arrangement 
and description. 

A notable increase in money wages took place both in the 
period 1900 to 1913 and in the period 1913 to 1922; the average 
daily wages in the Bombay Presidency of field labourers are stated 
as 3 annas in 1900, 4 annas 9 pice in 1913, and 9 annas in 1922 
in Urban Areas, and 2 annas 6 pice in 1900, 4 annas 3 pice in 
1913, and 7 annas 3 pice in 1922 in Rural Areas. An estimate 
is made of the change in the Cost of Living to rural workers, 
with the result that real wages are found to have increased 
considerably between 1900 and 1914, but to be nearly the same 
in 1914 and 1922. The details of the changes of real wages 
since 1900 are too complex to admit of summary; they are well 
shown in the diagram facing p. 24. Working hours have been 
reduced during the past decade. 





Report on Financial Conditions in Poland. By the Rieut Hon. 
E. Hizrtron Youne. (Printed by Waterlow & Sons, by 
order of the Polish Government.) 

PoLanD was reborn with her economic being shattered by 
the war. But she has great internal resources; her national 
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debt is small, and she is not liable for “‘ reparations.”” Yet her 
finances are troubled by the fall of the mark; the average value 
of cost of living, which was in January 1922, 469 (the cost in 
1914 reckoned as 1), became in January 1923, 3527, in December 
1923, 966,233. Widespread social harm has resulted; one 
serious result being the scarcity of credit. ‘‘ Trade and commerce 
cannot get the credit which they require . . . lacking credit, 
business languishes.” ‘‘ Depreciation shatters confidence; and 
shattered confidence produces idleness, extravagance and 
speculation.” The cause of the depreciation is inflation; the 
number of marks in circulation, which was 240 milliards in 
January 1922, was over 125,000 milliards in December 1923. 
The remedy is not simply a currency with a solid basis. For 
budgetary deficits are the root of the malady. Suppose that, 
unsupported paper marks having been stopped by law, the 
Government expenditure continues to exceed the revenue. The 
necessity of carrying on the Government must inevitably prove 
stronger than the legal restriction. In the light of these instructive 
general principles important recommendations are made with 
respect to Budgetary and Currency Reform, Loans and the 
reduction of expenditure. 





Swedish Reports. 


STATENS jirmvagar som allmint affirsverk. Utlitande och forslag 
av SOCIALISERINGSNAMNDEN, (The State railways as a public business 
enterprise. Report and proposals by the Nationalisation Commis- 
sion.) Stockholm: Tidens forlag. 1924. Pp. 411. 


[The most important railways in Sweden are built and owned by the State. 
The Commission, appointed by the first Socialist Government, suggests that the 
State railways should be managed in much the same way as a private enter- 
prise. It is proposed, therefore, that greater freedom should be given to the 
managers and directors and that the direct influence of the political organs of 
the State should be reduced. ] 


Betiinkande angaende tullsystemets verkningar i Sverige fére varlds- 
kriget. TULL- ocH TRAKTATKOMMITTENS utredningar och _betin- 
kanden XXXVI. (Report on the effects of Sweden’s tariff policy 
before the world war. The Tariff Commission Series, No. 36.) Stock- 
holm, 1924. 2 vols. Pp. 365 4+- 354. 

_ [On the basis of thirty-five preceding volumes, containing investigations 
into the effects of the tariff on particular industries comparable with Taussig : 
Some Aspects of the Tariff Question, the Tariff Commission draws a picture of 
Sweden’s economic life during the last fifty years, and the influence of the tariff 
policy. A very full presentation and scientific analysis of the arguments for 
protection is given in the majority report as well as in the minority report. 
The conclusion of the former makes for free trade; whereas the latter favours 
protection, chiefly on the basis that the tariff has reduced emigration and 
stimulated the import of capital. Some of Sweden’s best-known economists 
have in one way or another taken part in the work of the Commission; hence, 
the report offers a much greater interest to economists than most similar 
publications. ] 
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Trading in Grain Futures. 
Senate Document number 110, 68th Congress, Ist Session 
(Statements of facts condensed). 





United States Tariff Commission, Wheat and Wheat Products, 1924. 


DIFFERENCE in cost of production in wheat, wheat flour, and 
wheat mill feed in the United States and Canada. 





Senate Committee on Agriculture and Forestry. 


HeAriInes on an Emergency Commission to promote a 
permanent system of self-supporting agriculture. 





CuRRENT ToPIcs 


Tue biennial meeting of the Australasian Association for the 
Advancement of Science was held in Adelaide in August. The 
proceedings of Section G (Social and Statistical Science) are of 
some interest to economists. Not only was there a considerable 
improvement in the quality and quantity of papers read before 
the Section, but the deliberations were noteworthy for the initial 
steps taken to the formation of an economic society for Australia 
and New Zealand. Professor D. B. Copland of Tasmania delivered 
the presidential address upon “‘ Monetary Science and its Re- 
actions upon Australia.” This address will be published in the 
regular volume of the Association, and the following papers are 
also recommended for publication : 


EK. T. McPuee: ‘ The Drift of Population to the Cities.” 

C. H. Wickens (Commonwealth Statistician): ‘“ A New 
Australian Life Table.” 

A. H. Barctay: ‘‘ The Importance of the Climatic Factor in 
Forecasting Economic Conditions in Australia.” 


A number of other original papers will be published in abstract, 
but it is hoped in future to arrange for the publicatiou of a research 
volume annually through the projected economic society. It is 
to be organised in branches in the ten University cities of Austra- 
lasia and will, in addition to the above-mentioned research work, 
prepare digests of information upon legislation and adminis- 
trative decisions of economic importance. A draft constitution 
for the society was approved by the Section, and preliminary 
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arrangements have been left in the hands of a small committee 
consisting of Messrs. C. H. Wickens and KE. C. Dyason and Professor 
Copland, who is provisional secretary. 





The second annual Conference of Teachers of Economics and 
kindred subjects in British Universities will be held at Trinity 
College, Cambridge, on Jan. 2nd—5th. Any University Teacher 
who would care to attend, and has not received particulars of 
the Conference, is requested to apply to the Hon. Secretary, 
Mr. H. Phillips, at 22 Grosvenor Mansions, Victoria St., S.W. 1. 
The Conference will particularly welcome the presence of teachers 
from Universities overseas. 





On the occasion of the International Congress on Social 
Policy held at Prague from October Ist to 4th, 1924, a group of 
economists decided to found an International Union for Scientific 
Research in Social Economics, to foster co-operation between all 
countries in the development of an independent science of 
Economics based on observation of the facts. Particular 
attention will at first be paid to the progress of the Labour 
Movement, the growth of industrial democracy, and of inter- 
national “ solidarity.”’ Centres have been established pro- 
visionally by the new association at Berlin, Cambridge, Paris and 
Rome. The constituent committee includes the following 
names : 


S. Bauer (Bale). A. Loria (Senate, Rome). 
C. Bouglé (Paris). N. Reichersberg (Berne). 
P. Sargant Florence (Cambridge). C. Rist (Paris). 

C. Griinberg (Frankfort). R. H. Tawney (London). 


R. Kutchinsky (Berlin). 





Our Greek correspondent writes :—‘‘ Hitherto Greece has 
had several weekly or fortnightly economic journals, amongst 
others The Economist of Athens, Plutus, etc.; but good as they 
were, they were devoted to current topics, and their articles were 
necessarily limited in length. Everyone felt the need of a 
larger economic review. This important gap is now filled by the 
Monthly Economic Review of Greece (Meniaia Ekonomiké 
Epitheoressis tes Hellados), of which M. Agamemnon Kotzozos, 
a high official of the Greek Ministry of Finance, undertook the 
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editorship in June. His aim is to endow Greece with something 
like the Journal des Economistes, but with complete doctrinal 
independence. The three first numbers are very encouraging. 
They contain articles on the National Bank of Greece by its 
Governor, M. A. Diomedes; a series of articles by the editor on 
the working of the capital levy in Greece; two very long articles 
by Professor Andréadés, on British War Finance and on After- 
War Finances. Many contributions on questions of paramount 
importance for Greece, but not without interest for the foreigner, 
as Greek currants, or the Ottoman Debt, are also noticeable. 
Statistical tables and notes on current fiscal and economic 
legislation will complete every issue.” 





Professor Harald Westergaard, our correspondent for Den- 
mark, has retired from the Chair in the University of Denmark 
which he had occupied for forty-one years. Professor Wester- 
gaard taught both Economics and Statistics; but these duties 
are to be separated in future. A Professor of Economics has 
been appointed; and a Lecturer on Statistics may follow. The 
rules of the University according to which the Professor was 
elected are interesting. Candidates from all the three Scan- 
dinavian countries were invited to apply. For the Danish 
student can follow without difficulty a Swedish or Norwegian 
Lecturer, so closely are the languages related. In fact two 
Swedes and one Norwegian applied. The comparison of the 
candidates’ qualifications was elaborate. Not only were their 
works examined by a Committee which sat for some months, 
but also there was an oral competition. The candidates were 
required each to give three public lectures; two on subjects 
chosen by the lecturer, and a third, for which the candidates 
had two days for preparation, on a subject prescribed by the 
examiners. The application of these elaborate tests has resulted 
in the appointment of Dr. Bertil Ohlin, Lecturer in the High 
School of Stockholm. He is the author of a work on international 
trade, noticed among our New Books. 





Professor Edgeworth has been elected a Corresponding 
Member of the Swiss Statistical Society. 

Mr. J. M. Keynes has been elected a member of the foreign 
division of the Economic section of the Royal Swedish Academy 
of Science, in succession to Dr. Marshall. 
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Professor D. B. Copland, lately of the University of 
Tasmania, has been appointed the first Professor of Commerce 
in the University of Melbourne, where his task will be to organise 
the newly-founded School of Commerce. 

Dr. Edwin L. Gay, having abandoned the editorship of the 
New York Evening Post and resumed his connection with 
Harvard University, has been appointed Professor of Economic 
History. 

Professor Edward A. Ross, of the University of Wisconsin, 
has gone to South Africa and to India for a six months’ study of 
economic and social conditions. 





The Senate of the University of London has invited applica- 
tions (by Nov. 13, 1924) for the Sir Ernest Cassel Lectureship 
in Commerce, tenable at the London School of Economics. The 
lecturer will be expected to pay special attention in his teaching 
either to the Organisation of Industry or to Modern Economic 
History. The salary of the lectureship will be £450 a year, 
rising to £600. 





The English translation of Knapp’s State Theory of Money, 
prepared for the Royal Economic Society, has now been published. 
Professor Edgeworth’s Collected Papers are in the press. Fellows, 
who have not yet availed themselves of their right to obtain 
these publications on special terms, should communicate with 
the Assistant Secretary, Mr. S. J. Buttress, 6 Humberstone 
Road, Cambridge. 


No. 136.—Vvo.L. xxxIv. > 4 








RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


May, 1924. The Census of Production. A. W. Fuux. A review of 
Censuses in different countries. Publicity in Industrial Accounts. 
Str Artur Lowes-Dickinson. ‘Labour has yet to learn 
that more than one pint cannot be obtained out of a pint pot,” 
but the acquisition of this knowledge is much hampered by the 
absence of information as to the contents of the pot or the 
division thereof.” The consumer, too, should be assured that he 
is not being exploited by capital exploiting labour. The Census 
of Industrial Production in the Netherlands. E. W. VAN Dam 
van Issett. The Conditions under which y? measures the 
Discrepancy between Observation and Hypothesis. R. A. FISHER. 

Juty. The Vital Statistics of Sweden and England. Mason GREEN- 
woop. After 1850 England and Wales advanced more rapidly 
than Sweden in material prosperity; but Sweden had and has 
the advantage in respect of mortality at the ages of maximum 
production. Enquiry by Sample. Joun Hitton. Observations 
made on samples of the unemployed confirm the presumption 
that useful results may be obtained from small samples. Untried 
Methods of Representing Frequency. By F. Y. Eparwortu. 
The hitherto almost untried “method of translation” now 
applied to several examples shows better results than the received 
method. There is proposed, but not tried, another method 
related to Bowley’s second approximation as forming a “ third 
approximation ”’ (to distributions for which the normal law is a 
first approximation). T'he Census of India... Sir J. A. BatnEs. 





Quarterly Review. 


OcToBER, 1924. Agricultural Facts and Fallacies. Grorce T. 
HUTCHINSON. 


The Edinburgh Review. 


OctoBEeR, 1924. An Industrial Counter-revolution. Dovuctas H. 
Stewart. With “new tastes and convictions which will lead to 
a reasoned and resolute popular insistence upon beauty, 
distinctiveness and serviceability in articles of commerce .. . 
quantity production would inevitably become obsolete .. . 
factory after factory in the densely populated districts would 
close its doors,’ slums and the evils of Capitalism would be 
reduced. If some “repetition work” must be retained, it will 
be feasible to arrange shifts of three or four hours, so that for 
the rest of the working day the operative may engage in 
poultry-farming or market gardening or some other healthy, 
secure and social work. 
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The Nineteenth Century. 


NovEeMBER, 1924. Imperial Preference: the Free Trader: Objections. 
EarL Beaucuamp. A reply to arguments used by the late 
Viscount Long last August. 


The Fortnightly Review. 


OcToBER, 1924. The Tyranny of Trade Unionism. ARCHIBALD 
Hurp. The country is losing its hold on foreign markets and its 
skilled workers who are emigrating to freer lands. 


The Contemporary Review. 


NovEMBER, 1924. Noles on American Agriculiure. Str Henry Rew. 
The British expert notes the multiplicity, activity and efficiency 
of the American Agricultural Departments (including the Uni- 
versities), the wide interest in co-operation, and the general 
attention to sociological problems. The Schoolmasters’ Position. 
StanLEY Row.anD. Improvements on the Burnham Settlement, 
which is about to terminate, are demanded. A Restatement of 
the Malthusian Doctrine. Pror. H. Mitcuewy. Referring to 
Knibbs and others in proof of the law of diminishing returns, the 
writer foresees a period of world-wide scramble for the means of 
subsistence, followed by a “static” condition like that of the 
Chinese—too poor to fight. 


Journal of the Bankers’ Institute. 


OctoBER, 1924. The Present Conditions for a Return to the Gold 
Standard. G.Casseu. It is possible to make gold a fairly stable 
basis for the world’s monetary system, at least for the next 


generation. 
The Geographical Teacher. 


Summer, 1924. The Goal of Commerce. G.CutsHotm. The definition 
of the goal in terms of quantity of goods is supplemented by regard 
to the true usefulness of the goods and to the “ optimum density 
of population.” If the problem of population were generally 
recognised as fundamental, the co-operation of the ablest minds 
might lead to similar, though independent, legislation in different 
countries ; just as the labour legislation in the different American 
States is becoming assimilated through public opinion, without 
Federal action. 


London and Cambridge Economic Service. 


SpeciaAL MEMorRANDUM, No. 7. Seasonal Variations in Finance, Prices 
and Industry. A. L. BowLey and K. G. Smitu. The deviations 
from a yearly average which the seasons show are tabulated and 
represented as remarkably regular waves for prices, imports, 
exports and other statistics. Thus, Unemployment figures for 
twenty-seven years, 1887 to 1913, all show a continuous fall 
from the end of January to the end of March; after which there 
is little difference till the end of July. Seven methods of 
measuring seasonal influences are discussed by Prof. Bowley in 


Part II. 
> >. 
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Indian Journal of Economics (Aliahabad). 


JuLy, 1924. The Rise in the Rural Standard of Living in the Punjab. 
Maurice Dariinc. There has been a great improvement in 
clothing and housing; but debt has increased. Soon the question 
how an increasing population and a higher standard of living are 
to be reconciled will have to be faced. Maternity and Infant 
Welfare Work in India as Compared with England. G. M. 
Broventon. Public Finance and Development. Joun MATTHAI. 
Distribution among the Factors of Production. CLARK War- 
BURTON. The Religious Base in Indian Economy. B. G. 
BHATNAGER. 


Quarterly Journal of Economics (Cambridge, Mass.). 


Aveust, 1924. The Coal Commission Reports and the Coal Situation. 
M. B. Hammonpn. Some Fallacies in the Interpretation of Social 
Cost. F. H. Knicut. ‘The notion of decreasing cost is a 
fallacy; competitive price fixation under decreasing cost or 
increasing returns an impossible situation.” ‘The doctrine of 
‘external economies’ surely rests upon a misconception.” The 
United States Steel Corporation and Industrial Stabilization. A. 
BERGLUND. Competitive Illusion as Cause of Business Cycles. 
T. WARNER MITCHELL. 


The Annals of the American Academy (Philadelphia). 


SEPTEMBER, 1924. The subject of this month’s number is Scientific 
Distribution ; dealing with advertising agencies, the art of the 
sales manager, the statistics of markets, and various topics less 
immediately connected with buying and selling, such as “ the place 
of Beauty in the Business World.” 


The American Economic Review (Cambridge, Mass.). 


SEPTEMBER, 1924. Graphic Illustration of the Laws of Price. N. J. 
SmperLtinc. A study purporting to work out Sir Henry 
Cunynghame’s suggestion that (in Marshall’s words) “a long- 
period supply-curve should be regarded as in some manner 
representing a series of short-period curves ’’ [EcoNoMIc JOURNAL, 
Vol. II. p. 35 seg., and Ibid. Vol. XV. p. 67]. The writer’s 
views on “long periods,” “increasing returns,” etc., seem not 
so novel as might be supposed from his references to Marshall; 
e.g. “The long-run or time-demand schedule is a misleading 
concept which affords no certain results in locating price.” “‘ The 
currently accepted diagrams of ‘normal’ supply and demand 
based largely on Marshall’s work attempt to jump at a single step 
from the momentary situation to the ultimate and ‘long-run’ 
equilibria.” Marshall’s use of a “representative firm” is “as 
misleading as it is superfluous.” “ We find the usual type of 
‘normal’ supply-curve to be a spurious and illogical construction, 
even more misleading in its implications than the alleged normal 
demand schedule.”’ 

Recent Developments in British Banking. H. H. Preston. The 
proposed New Central Gold Bank of Germany. E. E. Accrr. The 
Revenue Act of 1924. The Act leaves Customs alone and lowers 
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internal taxation. Delivered Price Practice in the Steel Market. 
JoHn R. Commons. Problems in the Radio Industry. W. W. 
Cumtps. The rights of private property are not to be opposed 
to the claim of the leading Powers to allocate among themselves 
the best electric waves. ‘It would not be in the interest of 
world peace for small nations to have any particularly valuable 
waves.” America ought to have “a clear majority of waves 
over all competitors. Britannia must not rule these new waves.” 


Political Science Quarterly (New York). 


SEPTEMBER, 1924. An Attempt to establish the Eight-hour Day by 
International Action. H. Frets. The Taxation of Real Property 
in Denmark. J. Warmine. The English Working-men and the 
American Civil War. An attempt to estimate the attitude of the 
English workers towards the issues of the Civil War. 


The Journal of Political Economy (Chicago). 


Aveust, 1924. The British Coal Agreement. James A. BowleE. 
The operation of the agreement described in a previous article 
(April) is reviewed. Taxation in British Columbia. S. E. 
Beckett. Agriculture and Price Stabilization, II. W. R. Camp. 
The Huterian Communities, II. Brertua W. Cxiark. This 
community, which after centuries of persecution in various 
European countries settled last century in different parts of 
America, is quite the oldest existing communistic institution ; 
if we except monastic bodies. The causes of this permanence 
are well analysed. 

SEPTEMBER. T'he Economic Future of owr Agriculture. C. L. HoLMEs. 
The Federal Reserve Bank Note. E. E. Cummins. Rate Regula- 
tion and Fair Return. C. O. Ruaeres. Huropean Currencies 
and the Gold Standard. 

OctToBEeR. L’augmentation du pouvoir d’achat par la baisse de prix. 
Yves-Guyot. The example of Ford shows the efficacy of low 
price. The British Finance Act, 1924. W.M. J. WittaMs. 


The Review of Economic Statistics (Cambridge, Mass.). 


The Physical Volume of Production in the United States for 1923. 
K. E. Day. The increase in the produce of mines and manu- 
factures, whether “‘ unadjusted ” or taking account of the normal 
growth to be expected, was the largest since the war. Agriculture 
had not so good a record. The Economic and Financial Progress 
in Europe. J. S. Davis. The progress in the last ten months 
has been considerable. Some of the steps, such as the institution 
of the Renten mark are described in detail. 


Bureau of Business Research (Chicago). 


Series II., No. 9. A Study of the “ Representative Firm” and of 
Bulk-line Costs in the Distribution of Clothing. Horace SEcrIstT. 
Statistics of the expenses relative to the sales of 170 retail 
clothing stores during periods of years following 1916 show these 
costs distributed approximately according to the normal law of 
dispersion. “ Representative’ businesses may be defined as 
those which do not diverge by more than 20 per cent. from the 
average ratio, comprising some 75 per cent. of the total number 
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observed. But it should be noticed that the same stores do not 
remain ‘“ representative” during a period of years. All are not 
affected alike by periods of increasing or decreasing trade. Other 
interesting conclusions relate to “ bulk-line ” costs—a concept 
introduced by the exigencies of war. 

Series II., No. 10. A Seven Years’ View of Sales and Expenses of 
Retail Clothiers, 1916-1922. Horacr Srcrist. Increase of 
sales is generally attended with decrease of expense relatively to 
sales, and conversely. The proportionate changes attending 
increase and decrease of sales are smaller in large than in small 
cities. 

Serizs III., No. 9. Expenses, Profits and Losses in the Retail Meat 
Trade. Horace Srcrist. The larger the business the smaller 
are the expenses of operation in relation to sales. The larger 
the business the smaller the wage bill per cent. of sales. The 
greater the business the greater the chance of making a profit. 
For retailers who made a profit the average rate between Feb. 1923 
and March 1924 in 143 “ Stores ’’ was 5 per cent. of sales. 


Journal des Economistes (Paris). 


JuLy, 1924. Les accidents du travail dans les exploitations agricoles. 
G. DE Novvions. La situation de Vagriculture anglaise... . 
N. Monper. All the three political parties are censured for their 
readiness to endanger property by favouring agriculture. 


Revue d@’Economie Politique (Paris). 


Juty-Aveust, 1924. Un systéme de stabilisation monétaire: le 
régime égyptien. G.E. Bonnet. La loi économique. L. Baupin. 
Peut-on évaluer la population de Vancienne France. H. Sern. 
No accurate evaluation of the total population in France before 
the nineteenth century is available. Ma théorie des crises et les 
critiques de M. Aftalion. M. Bountattan. Un nouveau projet 
d’amortissement des dettes publiques. G. DE F. GERBINO. 


L’Economiste Frangais (Paris). 

Among numerous interesting records in recent numbers of L’ Economiste 
we may distinguish M. Arthur Girault’s statistical description of 
a certain French commune—Mignaloux-Beauvoir (Vienne)—as 
it appears in an inquiry made shortly before the war compared 
with the Cadastre of 1824. The number of proprietors has 
doubled in the course of a century. The number of properties 
larger than fifty hectars has diminished; the great part of the 
loss sustained by those larger properties accruing to properties 
between five and twenty hectars. The number of plots (parcelles) 
has increased, but not nearly in proportion to the number of 
proprietors. Hardly any names of proprietors recorded in 1824 
have survived. The amount of unused land has greatly 
diminished. It may be hoped that other sample communes may be 
similarly examined. 

Perfect examples of pure statistical description uncoloured by any 
political or theoretical bias are found in Edouard Payen’s articles 
on production, price, and other particulars respecting several staple 
commodities. For instance, within the last six months he has so 
treated rice, rubber, coffee, artificial silk, cacao, silk, aluminium. 
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Jahrbiicher fiir Nationalékonomie und Statistik (Jena). 


JuLty—Aveust, 1924. Der rationale Begriff des Wirtschaftmenschen. 
H. Scnack. Die Sterblichkeit der Aerzte in Deutschland. The 
mortality of German medical men at early ages has diminished 
through the removal of the danger from infection. 

SEPTEMBER-OcTOBER. Das Fundament der Volkswirtschaftlehre. Zur 
Kritik der Konjuncturbegriffe. Von Minuenrers. Zum problem 
der Steuer iiberwdlzene. F. Bucnwatp. 


Archiv fiir Sozialwissenschaft und Sozialpolitik (Tiibingen). 


Avecust, 1924. Zur Frage des so g. “ Vertrauens in die Wahrung.”’ 
ALBERT Haun. The quantity theory and the velocity of circula- 
tion are dealt with in connection with the influence of confidence. 
Begriff und Wesen der gemeinwirtschaftlichen Rechtsordnung. 
L. THat. Die Verkehrsgleichung. J. MarscuaKk. Studien zu 
einer quantitaven Geldtheorie. W.G.WAFFENSCHMIDT. This and 
the preceding article aim at an exact theory of Money and Trade, 
Zur ékonomischen Theorie der Gewerkschaft. JuL1Ivus MUHLENFELD. 


Zeitschrift fiir Volkswirtschaft und Sozialpolitik (Vienna). 

Vout. IV., Nos. 4-6. Die Wertungstheorie der Steuer. Emin Sax. On 
the application of the modern theory of value to taxation; 
identical with the article in the Giornale degli Economisti for 
May, 1924. Manchestertum in der europaischen Versicherungsge- 
schichte. Hanns Dorn. Der Staats-banksrott von 1816 und die 
Sainterung der dsterreichischen Finanzen. Erick Fiscurr. Fin 
Zeugnis der schwedischen Romantik iiber das Wesen des Geldes. 
G. SepLER-Scumip. There is presented in a German translation 
an extract from the huge miscellany which forms the chef- 
douvre of the erratic Swedish genius Almquist (1793-1866). 
Treating money not only as a commodity, but also an abstraction 
(‘‘ blosse Idee ’’), the original writer teaches (somewhat in the vein 
of Macleod) the ideality of money. He is aware, however, of the 
danger of this “‘ Geldidealismus”’; which may lead to bankruptcy 
—a subject on which he has some interesting reflections. 


Statistische Mededeelingen Van het Bureau Van Statistik der gemeende, 
Amsterdam. 


No. 73.—Budgets, or at least statistics of the expenditure of 114 
families, 82 of official and 32 of work-people, show among other 
interesting particulars that the proportion of outlay is greater the 
smaller the total; in the case of the officials at least, for the 
statistics of the workers are too few to allow of inferences. A 
fuller inquiry is promised. 


Giornale degli Economisti (Rome). 

JuLY, 1924. Considerazioni generale sui porti Italiani. EpicaRMo 
CorBINO. Schemi teorici e dispersione. C. E. BONFERRONI. 
With regard to statistics which diverge from the simplest (Ber- 
noullian) type of sampling, in complicated cases associated with 
the names of Poisson and Lexis, novel methods of measuring the 
divergence are proposed. 











668 THE ECONOMIC JOURNAL [DEC. 


Aveust. Elasticita dei Bisogne, della Domande e dell’ Offerta. U. 
Ricct. Elasticity of demand having been defined on the lines of 
Marshall, various forms of demand-curve, linear, convex, concave, 
or with a point of inflexion, are exhibited. L’organizzazione 
aziendale, ViTToRIO ALFIERI. 

SEPTEMBER. I] deprezzamento del marco e il Commercio estero. C. 
Bresciant Turront. Per la diffusione del grafico statistico. 
F. Zuaaro. A study on graphical Statistics. 

Octoper. Elasticita .. . U. Ricct. Elasticity of demand is further 
discussed and illustrated; and elasticity of supply is noticed. 


La Riforma Sociale (Turin). 


JuLy-Aveust, 1924, La comparabilita internazionale delle Statistiche 
del? Emigrazione. C. ARENA. La crisi olearia in terra di Bari. 
A. D’AMORE. 

SEPTEMBER-OcTOBER. Monopolio e Unita Sindacale. C. RossEtui. 
I concordati collettivi di lavoro agrario, 1923-4. F. Luzzato. 
Conserve alimentari in Italia. G. Frisetta-Vetta. On the 
production and distribution of several kinds of preserved meats 
and fruits. Per il truttato commerciale con la Germania Gruppo 
Itbero-Scambista. The Free-traders advocate a commercial 
treaty as preferable to a Protectionist tariff. 


Metron (Ferrara). 


JuLy, 1924. Quelques considerations au sujet de la construction des 
nombres indices des prix et des questions analogues. C. GINI. 
This important study demands an appreciation fuller than can be 
accorded here. Gli studenti dell’ Universita di Padova dalla fine 
del 500 [a.D. 1591] ai nostri giorni. M. SaRBANTE and others. 
Statistics of students—la popolazione studentesca—classified 
according to Faculty (e.g. “ Jurists” or “ Artists’’), place of 
origin, and other principles of division. 


Revista Nacional de Economia (Madrid). 


May-June, 1924. This number contains a description of the 
development of certain Spanish industries since the beginning of 
the century; also a study on the importance of Italian economy 
with reference to Spanish interests. 

Juty—Aveust. La estructura agraria de Espana. VIZCONDE DE 
Eza. Deficiencies in the agricultural system of Spain are pointed 
out; and there is demanded an inquiry on the model of the 
British Tribunal, the report of which is praised highly. 


Ekonomisk Tidskrift (Stockholm). 


Nos. 1-2, 1924. A new edition of Menger’s Grundsdtze. KNUT 
WIcKSELL. Menger’s Principles, which appeared in 1871, has 
probably played a dominant part in the development of economic 
thought during the last fifty years. It meant the foundation 
of the Austrian school. Menger’s son has revised the entire work, 
following his father’s notes; but the second edition contains 
very little that is new. There is an element of the tragic in the 
fact that a man of Menger’s intellectual capacity should spend such 
a great part of his life in rather unfruitful methodological dis- 
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cussions with the historical school instead of pursuing and com- 
pleting his own work.—Reflections on the Discussions about 
Monetary Reform. Davip Davipson. The monetary discussion 
in Sweden has been very vivid in connection with the return 
to the gold standard this spring. The writer analyses some of 
the theoretical problems touched upon.—The Old Age Insurance. 
Gésta Baacre. The amount needed should be raised by taxation, 
not by the insurance method, which leads to the accumulation 
of enormous funds. The influence of the two methods on saving 
is discussed.—The Monetary Problem. B.G. PRrytz. 

Nos. 3-4. Temporarily Free Goods. Ett F. Heckscuer. Economics 
deals only with scarce goods and services. Goods produced by 
scarce factors of production are as a rule themselves scarce. 
Exceptions to this rule are, however, important. At certain 
times, many durable instruments of production (fixed capital) 
exist in so great quantities relative to the present demand for 
goods, produced with their assistance, that they (i.e. the instru- 
ments) receive no reward; they, or rather their services, are 
temporarily free, i.e. not paid, the prices of the goods produced 
covering only the expenses of other instruments. Yet they have 
a capital value, for in future their services will be paid. Instru- 
ments that are not technically up to date may be free goods 
during a long period, perhaps during their lifetime. Further, 
in a case of joint supply, certain by-products may be free, 7.e. 
command no price, not only temporarily but regularly. Another 
curious and interesting case, where there is no scarcity, is that 
of “collective consumption,” e.g. the lighting of streets; the 
smallest possible unit of supply is sufficient for the highest 
possibledemand. Thus there is no need for a limitation of demand 
by prices.—Reflections . . . . Davin Davipson, continued. 

Nos. 5-6. Railway Reforms and Reformers. Knut WicKSELL. A 
discussion of two public reports concerning the organisation and 
tariff policy of the State railways.—Some Features of the Last 
Phase of Federal Reserve Policy. ArtHur Montcomery. The 
inflow of gold has reduced the control of the market, exercised 
by the F.R. system. On the other hand, steps have been taken 
to increase the number of member banks, so far, however, without 
success; e.g. the requirements for rediscounting (“eligible 
paper”’) have been made easier. The writer discusses the 
methods of credit restriction during 1920-21. The opposition 
towards this policy has led to a change in the personnel of the 
Federal Reserve Board. But the monetary policy does not seem 
to have been affected by political interests. The last years are 
characterised by the growing influence of purchases and sales 
of bankers’ acceptances and State bonds, whereas the redis- 
counting is losing importance. The credit policy also involves 
changes in the requirements of “eligible papers.” Thereby 
changes in discount rates are made unnecessary, or, when they 
are necessary, their effects are increased. The credit policy 
has been guided by direct comparison of the volume of credit 
and the volume of production. (Classical theory : money versus 
commodities.) Probably the development of prices has played 
a great part also, much greater than the reports of the F.R. Board 
indicate.—The Financial Position of Italy. C. Brpt. 
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NEW BOOKS 
English. 


Asuton (T. S.). Iron and Steel in the Industrial Revolution. 
Manchester: University Press. 1924. Pp. 265. 

Bat (KrisHna). Commercial Relations between India and 
England. London: Routledge. 1924. Pp. 370. 

BertTRaAM (ARTHUR). The Economic Illusion, London: Mac- 
millan. 1924. Pp. 388. 

Bonar (JAMES). Malthus and his Work. London: Allen & 
Unwin. 1924. Pp. vii+ 438. 12s. 6d. 

[A reprint of the classic first published in 1885; with some additions, 
especially to the biographical part of the work.] 

Bowman (IsataH). The New World Problems in Political Geo- 
graphy. London: Harrap. 1924. Pp. 630 + 112. 

Cappick (Davip W.). The Outline of British Trade. London : 
Harrap. 1924. Pp. 160. 

[Described in a sub-title as ‘‘ a text-book for business men and students of 
commerce and economics.”’] 

CuarLeswortH (M. P.). Trade Routes and Commerce of the 
Roman Empire. Cambridge: University Press. 1924. Pp. 288. 
12s. 6d. 

CiarE (GEORGE) and Crump (NorRMAN). The A BC of the Foreign 
Exchanges. London: Macmillan. 1924. Pp. 224. 

[A revised edition of a well-known treatise first published some thirty years 
ago, yet not requiring much alteration.] 

Coal and Power. A Report of an inquiry presided over by the 
Right Hon. D. Lloyd George. Pp. 285. London: Hodder & 
Stoughton. 7s. 6d. 

Eppy (SHERWOOD). The New World of Labour. Allen & Unwin. 
Pp. 216. 5s. 

Ezy (Ricuarp T.). Elements of Land Economics. London : 
Macmillan. 17s. 

EnsporG (HELMER) and NyLANDER (ERIK). Industrial Sweden. 
Gothenburg. 


[An imposing quarto illustrating the various branches of Swedish industry ; 
compiled on the occasion of the Gothenburg Centenary Exhibition from various 
sources and edited by the above named. ] 


Family Allowances. Geneva: International Labour Office. 1924. 
Pp. 186. 

FRANKLIN (FABIAN). Plain Talks on Economics. Leading 
principles and their applications to the issues of to-day. 

Grant (I. F.). Everyday Life on an Old Highland Farm, 1769- 
1782. With a Preface by W. R. Scorr. London: Longmans, 
1924. Pp. 276. 

Gray (L.C.). Introduction to Agricultural Economics. London : 
Macmillan. 12s. 
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Hiees (Henry). Financial Reforms. London: Macmillan. 
1924. Pp. 91. 

[The substance of lectures given at the Institute of Bankers (to which 
reference is made in the Economic JOURNAL, Vol. xxxv, pp. 146, 147; with the 
addition of an Introduction and Conclusion. ] 

Iver (K. V.). Indian Railways (Index of to-day, Vol. II). 
London: Milford. 1924. Pp. 131. 3s. 


[A clear statement of the present conditions and past history; enhanced by 
copious statistics and a useful sketch-map. The author’s position as an official 
of the Railway Board guarantees the trustworthiness of his statements, but 
precludes outspoken expression of opinion on matters of controversy. ] 

JENSEN (J. P.). Problems of Public Finance. London: Harrap. 
1924. Pp. 606. 

(The author is a Professor in the Department of Economics at the University 
of Kansas. The book is an exposition of the problems of public revenue and 
fiscal policies, and of the various solutions proposed for them, and is intended 
primarily for use in elementary courses in Public Finance. The theoretical 
discussion is adapted to those who possess an elementary acquaintance with the 
general principles of economics, but does not assume an intensive study of 
economic theory. ] 


GrirFIN (C. E.). Principles of Foreign Trade. London: Mac- 
millan. 1924. Pp. 348. 14s. 

Jones (Exot). Principles of Railway Transportation. New 
York: Macmillan Co. 1924. Pp. 607. 


KNowLes (PRoressor Litian). The Economic Development of 
the British Overseas Empire. London: Routledge. 1924. Pp. 555. 


LOWENFELD (HENRY). Money in Fetters. London: Murray. 
1924. Pp. 108. 

Pant (D.). Business Organisation. Lahore : Commercial Book Co. 
1924. Pp. 114. 


PowER (EILEEN). Medieval People. London: Methuen. Pp. 
216. 

[A bright portraiture of representative characters: Bodo, a peasant in the 
time of Charlemagne, Madame Eglentine, Chaucer’s prioress as she was in real 
life, and so on. The author is Lecturer in History at the London School of 
Economics. ] 

Ramsay (ALEXANDER). The Greater Problems of Industry. 
Birmingham Journal. 1924. Pp. 134. 3s. 6d. 


Rees (WILLIAM). South Wales and the March, 1284-1415. A 
social and agrarian study. Oxford: Clarendon Press. Pp. 303. 


Rosson (W. A.). The Relation of Wealth to Welfare. London: 
Allen & Unwin. Pp. 176. 

Surrras (G. Finpiay). The Science of Public Finance. London: 
Macmillan. 1924. Pp. 677. 

SpaLDING (WiLtLIAM F.). The London Money Market. Third 
Edition. London: Pitman. 1924. Pp. 221. 

[Fresh details have been introduced into the new edition and figures have been 
brought up to date. ] 

STEPHENSON (JAMES). Principles of Business Economics. London: 
Pitman. 1924. Pp. 406. 
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Tawney (R. H.) and Power (Emerrn). Tudor Documents. 
Being select documents illustrating the Economic and Social history of 
Tudor England. Vol. II. Commerce, Finance and the Poor Law. 
London: Longmans. 1924. Pp. 369. 


Tuomas (S. Evetyn). Elements of Economics. St. Albans: 
Donnington Press. 1924. Pp. 650. 


Tuomson (G. W.). The Grammar of Power. London: Labour 
Publishing Co. 1924. Pp. 152. 

TownroE (B.8.)._ A Handbook of Housing. London: Methuen. 
1924. Pp. 178. 

Unemployment in its National and International Aspects. Geneva : 
International Labour Office. 1924. Pp. 228. 1s. 


[Speeches delivered at a Conference held last March in the London School of 
Economics. ] 


American. 


Becxuart (B. H.). The Discount Policy of the Federal Reserve 
System. New York: Holt. Pp. xii + 604. $4. 


Cross (Na. B.). Domestic and Foreign Exchange. New York : 
Macmillan Co. 1923. Pp. 572. 


Ey (Ricuarp L.) and Morenovuse (Epwarp M.). Elements of 
Land Economics. New York: Macmillan Co. 1924. Pp. 363. 


Fimmen (Epo). Labour’s Alternative: the United States of 
Europe or Europe Limited. London: Labour Publishing Company. 
1924. Pp. 128. 

Gray (Lewis C.). Introduction to Agricultural Economics. 
New York: Macmillan Co. 1924. Pp. 556. 

GrirFIN (C. E.). Principles of Foreign Trade. New York: 
Macmillan Co. 1924. Pp. 348. 

Heppurn (A. Barton). A History of Currency in the United 
States. Revised Edition with new chapters. New York: Macmillan 
Co. 1924. Pp. 573. 

JEROME (Harry). Statistical Method. New York: Harper. 
1924. Pp. 395. 

JOHANNSEN (N.). A Neglected Point in Connection with Crises. 
New York: Bankers’ Publishing Co. 1908. Pp. 194. 

Lusrn (I.). Miners’ Wages and the Cost of Coal. Pp. 316. $2.50. 

McKee (H. S.). The A B C’s of Business. New York: Mac- 
millan Co. 1923. Pp. 135. 

MeEtLton (ANDREW). Taxation the People’s Business. London: 
Macmillan. 1924. Pp. 229. 

Persons (W. M.) and others. The Problem of Business Fore- 
casting. New York: Houghton Mifflin. Pp. xiii+ 317. $4. 

Wricnt (Pxmir G.). Sugar in Relation to the Tariff. New York : 
Houghton. Pp. 299. $2.50. 

















1924] RECENT PERIODICALS AND NEW BOOKS 673 


French. 


Boviain (Pror. Hupert). L’industrie et le Marché. Paris: 
Alcan. 1924. Pp. 115. 

Bouvet (Pror. C.). Le Solidarisme (Deuxiéme édition, entiére- 
ment refondue). Paris: Giard. 1924. Pp. 204. 

GanE (ALEXANDRE). La Commercialisation des Entreprises 
d’Etat. Paris: Jouve. 1924. Pp. 72. 

[The text of the Roumanian Law of June 1924 concerning the control and 
“‘commercialisation”’ of State enterprises; with explanations. | 

GANE (ALEXANDRE). Le régime minier Roumain et la nationalisa- 
tion du sous-sol. Paris: Jouve. 1924. Pp. 214. 

GrossMAN (HENRYK). Simonde de Sismondi et ses théories 
économiques (une nouvelle interpretation de sa pensée). Warsaw 
University. 1924. Pp. 17. 

[An address delivered at Warsaw, December 1923, on the occasion of the 
anniversary of Sismondi’s birth.] 

JAFF£ (GRACE M.). Le Mouvement ouvrier 4 Paris pendant la 
Révolution Frangaise (1789-1791). Paris: Alcan. Pp. 215. 


Nocaro (BERTRAND). La monnaie et les phénoménes monétaires 
contemporains. Paris: Giard. 1924. Pp. 322. 


German. 


Boum-BaweRK. Gesammelte Schriften. Vienna: Holder- 
Pichler. 1924. Pp. 515. 

[A collection of articles, mostly from German periodicals, edited by F. Weiss.] 

FatKkNER (Pror. G. A.). Das Papiergeld der franzdésischen 
Revolution, 1789-1797. Schriften der Vereins fiir Sozialpolitik. 
Munich: Duncker & Humblot. 1924. Pp. 121. 

Houz (Dr. WALDEMAR). Sind internationale vergleiche steuer- 
licher Belastungen mdoglich? (Probleme der Geld- und Finanzwesens 
herausgegeben von Dr. P. Bruno Moll, Vol. II.). Leipsic: Akade- 
mische Verlags-Gesellschaft. 1924. Pp. 78. 

Levy (HERMANN). Die Grundlagen der Weltwirtschaft. Leipsic : 
Teubner. 1924. Pp. 185. 

Piant (THEODOR). Deutsche Handelspolitik. Leipsic : Teubner. 
1924. Pp. 246. 

WEBER (Max). Gesammelte Aufsitze zur Soziologie und Sozial- 
politik. Tiibingen: Mohr. 1924. Pp. 518. 


Italian. 


Lorta (ACHILLE). Le peripezie monetarie del dopo guerra. Milan: 
Bocconi. 1924. Pp. 34. 


MicHeEts (R.). Lavoro e razza. Milan: Villardi. 


PANTALEONI (MarFreEo). Erotemi di Economia (Scritti di Economia). 
Vol. I. Bari: Laterza. 1925. Pp. 382. 
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Riccio (Maria L.). L’evoluzione della politica annonaria a 
Napoli del 1503 al 1806. Napoli: Sangrovanni. 

Scaputo (G.). I debiti pecuniari e il deprezzamento monetario. 
Milan: Villardi. 

STRINGHER (J. B.). In memoria di F. Lampertico. Roma. 

Uco.ini (G.). Il petrolio e uvi. Roma. 


VirGito (PRoF. Finipro). Il problema della popolazione. Milan : 
Villardi. 1924. Pp. 600. 


Swedish. 


BrismMan (S.). Sveriges affiirsbanker. Grundlaggningstiden. 
(Sweden’s commercial banks. The period of foundation.) Stock- 
holm: Svenska Bankfoéreningen. 1924. Pp. 248. ; 

[An account of the development of Swedish commercial banks up to 1860, 
During the eighteenth century the banks of Sweden were more fully developed 
than those of any other. country except Great Britain.] 

Hecxscouer (Ext F.). Tullfragan (The tariff question.) Stock- 
holm: Bonnier. 1924. Pp. 85. 

[The author, who is a member of the Tariff Commission, defends the majority 
report and criticises the minority report.] 

H6veErR (E.). Sveriges jordbruk (Swedish agriculture.) Stock- 
holm: Kooperativa Férbundets. 1924. Pp. 170. 

[A picture of Swedish agriculture, its development and present position. ] 


Outin (B.). Handelns teori. (Theory of trade.) Stockholm : 
Nordiska. 1924. Pp. 169. 

[An attempt to state the fundamental principles of trade, domestic as well 
as foreign, on the basis of the modern theory of equilibrium instead of on the 
classical labour theory of value. The qualifications to the purchasing power 
parity theory are, in the opinion of tle author, the direct outcome of an investiga- 
tion of the factors that determine the equilibrium of international trade. ] 

THORNBERG (E. H.). Nationalekonomiens historia, I. (The 
history of economics.) Stockholm: Tidens forlag. 1924. Pp. 262. 

[Deals with the development of economic thought up to the middle of last 
century. ] 

Orne (A.). Kooperativa idéer och spérsmal. (Ideas and problems 
of the Co-operative Movement.) Stockholm: Kooperativa férbundets. 
1924. Pp. 208. 

[The author is one of the leading personalities of the Swedish Co-operative 
Movement.] 





